The Budget 


The Federal Budget was as 
unexciting as had been forecast. 
In fact, the financial proposals 
mounted to little more than an an- 
puncement that the Government 


would continue with the measures in- 
pduced by the “Little Budget” last 


nce of payments 


Making his economic survey the 
freasurer, Sir Arthur Fadden, said 

would not join with those who 
intain that, unless we reduce our 
le of economic growth, we must re- 
fign ourselves to chronic shortages of 
foreign exchange and perpetual im- 
rt restrictions. Although it might 
f admitted that some developmental 
tivity in the past could have taken 
ore fruitful directions, this did not 
tan that a solution to our balance of 
yments problems was to be found in 
‘reduction of development expendi- 
fre. There were, the Treasurer said, 
mer conditions to be fulfilled: 


(a) preventing the occurrence of 
lationary demand conditions, which 
id to excessive importing and a run- 

fing down of international reserves; 
(b) preserving stable economic con- 
ions, so as to encourage the invest- 
mt of more overseas capital on 
in public and private account; 

P(e) bringing our cost and price 
mation under control. 


Australian Accountant, October, 1956. 





EDITORIAL 











During the financial year 1955-56, 
Australia’s net gold and foreign ex- 
change holdings declined by £53 
million, compared with a decline of 
£142 million in 1954-55. The accom- 
panying chart shows that the balance 
of payments pattern in 1955-56 was 
very similar to the pattern in 1954-55. 
The reduced decline in our overseas 
reserves appears to have _ resulted 


BALANCE OF PAYMENTS 
AND MOVEMENTS IN INTERNATIONAL 


RESERVES 
(Source: Annual Report of the Commonwealth Bank) 


HNINI IMPORTS (F.0.B.) 
OTHER CURRENT ACCOUNT (NET DEBIT) 
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from a slightly lower level of imports, 
a small increase in exports other than 
wool, and a more significant increase 
in capital inflow. 

The Government is still relying on 
import controls to solve the immediate 
balance of payments difficulty. A new 
round of controls came into operation 
in July. 


The underlying problem 

The Treasurer said that “underlying 
our whole economic problem has been 
the conflict between our efforts to en- 
large our economy for the future and 
our efforts to achieve higher levels of 
consumption in the present.” Thus the 
Government had attempted to keep a 
firm ceiling on public works expendi- 
ture while nevertheless ensuring that 
it did not fall below the basic needs of 
the community. Sir Arthur Fadden 
also announced a small cut in the in- 
take of migrants; in future the Gov- 
ernment intends to restrict annual 
immigration to about one per cent. of 
the population. 

Restraint on bank lending, close con- 
trol of public works expenditure, and 
taxation designed to restrain consump- 
tion and investment expenditure, had 
all been used by the Government to re- 
strain demand on local resources and 
imports, Sir Arthur said. Notwith- 
standing these measures, an accumula- 
tion of earlier pressures appeared to 
have caused the cost-price spiral to 
gather momentum lately, he added, 
and it was in an endeavour to check 
this tendency that the Government had 
convened the recent Premiers’ con- 
ference on wages. 

The Government’s economic policy 
has certainly not been universally ac- 
cepted as a panacea for the country’s 
economic ills, but in the last few weeks 
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one specific aspect has come under 
criticism from an unexpected quarter. 
The pay roll tax, which has frequently 
been attacked by employers’ organisa. 
tions and the like, has now come under 
fire in the annual report of the Tariff 
Board, which has repeated the charge 
that this tax is a direct addition to 
costs and therefore inflationary. This 
is undeniable. Unfortunately, the 
question of abolition is now unlikely 
to be considered for another year, and 
even then, as in the past, the immedi- 
ate need for government revenue may 
again be allowed to outweigh the 
longer-term benefits of repeal. 


National income 

The White Paper’ shows _ that 
national income in 1955-56 rose to 
£4,312 million, exceeding by £265 
million the figure for 1954-55. This 
was a 7 per cent. increase, but if al 


lowance is made for population 


growth, and also for some inflation, it 


probably represents very little real net 
change per head of population. 


Government revenue 
Government revenues have acquired 
that quality of magnificent unreality 
which one associates with the speed 
of light, the distances to the heavenly 
bodies, and other improbable statis- 
tics. In the current financial year the 
Commonwealth expects to collect 
£1,095 million in taxes, £101 million 
from business undertakings, and 434 
million from other sources, a total of 
£1,230 million. This is £99 million 
more than actual collections in 1955 
56, and is easily a record for all time. 


Government expenditure 

Estimated government expenditure 
is up by a similar amount. A compati- 
son with actual expenditure for 1955 
56 is given in the following summary: 
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Government Expenditure 
(£ million) 

1955-56 1956-57 

Actual Estimated 
Departments and Services 1760 822 
Business Undertakings 127 139 
ferritories .... . : 23 25 
ft or for the States 221 244 


1,131 1,230 
The 1956-57 figure includes £110 
nillion for capital works and services 
and a further £108 million to supple- 
ment loans and redeem maturing se- 
urities out of current revenue. 


Taxation 

There have been a few minor 
changes in income tax law, and these 
are to be dealt with in the Current 
laxation supplement. Two observa- 
tions may however be made here. 
One is that the Government, al- 
though it has increased the maximum 
deduction for life assurance premiums, 


has not seen fit to enact any provision 
similar to the recent United Kingdom 
amendment on pensions for the self- 
employed (see the Australian Account- 
ant, June 1956). The case for the in- 
troduction of similar legislation in 
Australia is unanswerable, and one 
can only hope that the professional as- 
sociations here will persist with their 
claims until the Government is per- 
suaded that such legislation is not only 
equitable but is also economically 
sound. 

Secondly, one must regret that the 
economic climate is evidently regarded 
as still too unsettled to permit the 
main recommendations of the Hulme 
Committee on Depreciation to be im- 
plemented. These recommendations 


gave promise of a major improvement 
in a difficult area of tax legislation, 
and it will be a great pity if recurrent 
economic crises should cause them to 
be lost sight of entirely. 
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of current events 








The postal regulation strike de- 

layed the delivery of last 

month’s issue of the journal, 

and also held up the receipt of 
news items from interstate for publi- 
cation in the current issue. These mat- 
ters have of course been quite beyond 
our control, but we hope that by the 
time the current issue is published the 
delivery of mails will again be normal 
and that copies will be in our readers’ 
hands by the usual date. 


Preparing the pay-in 


Several large financial organisations 
in Melbourne have found that the stan- 
dard abbreviations of bank names 
(e.g., “NSW” for Bank of New South 
Wales) can be still further abbreviated 
without ambiguity, and they are now 
using the abbreviations contained in 
the following list, without (we are 
told) any opposition from their bank- 
ers. Where the deposit slip is a lengthy 
document, the omission of one or two 
letters from each line may result in a 
worthwhile saving of time, and we pass 
on the list for what it is worth. 


Bank Abbreviation 
Australia & New Zealand Bank 
ia! ng hd Ws ae Se 68 
Bank of Adelaide .. teak 
Bank of New South Wales . 
Bank of New Zealand .. 
Commercial Bank of Australis 
Limited .. . 
Commercial Banking Co. of Sydney 
Limited . ? 
Commonwealth Bank of Austeaile 
Commonwealth —_— Bank of 
Australia .. .. 

Comptoir National " @’Escompte de 
Paris (French Bank) .. .. 
English Scottish & Australian 
Bank Limited . ti oe el ae 
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National Bank of Australasia 
Limited .. . N 
State Savings ‘Bank of Victoria § 
Rural Bank of New South Wales RURAL 
National Bank of India .. .. ee NI 
Commonwealth Trading Bank Re OT 


When listing banks, additional time 
can be saved by the use of a single le- 
ter to denote the capital city branch 
of a bank—B for Brisbane, S for Syé- 
ney, ete. Thus Australia & New Ze- 
land Bank, Perth, becomes simply AP. 


Why is a jury? 

It is usually accepted that the twelve 
good men and true will, by the exercise 
of common sense and native intelli- 
gence, ferret their way through any 
fog of irrelevancies to reach a decision 
that represents justice and _ truth 
After reading two recent American de 
cisions, one wonders. Either decision 
might be right, but it is hard to se 
how they both could be. 


In the case of C.I.T. Financial Cor- 
poration v. Glover (Australian Ac 
countant, February 1956), a company 
which claimed it had relied on an audi- 
tors’ report in making advances to the 
auditors’ client, lost 14 million dollars 
when the auditors’ client became bank- 
rupt. In a claim by the creditor com- 
pany to recover the amount of it 
loss from the auditors, the jury unali- 
mously decided that the auditors’ re 
port was not false or misleading, and 
accordingly the auditors were held not 
liable to that particular creditor. 

Another creditor in the same bank 
ruptcy, an Indiana bank, has now 
claimed that it relied on the same audit 
report when renewing a loan to the 
auditors’ client. This time, a jury iD 
the Supreme Court of New York 
County has decided by an 11 to 1 major 
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ity that the audit report was mislead- 
ing, and the Court has awarded heavy 
damages against the auditors. (First 
Bank and Trust Co. of South Bend 
y. Small; Journal of Accountancy, 
July 1956, p.8). The case is of par- 
ticular interest, because of the fact 
that the auditors were held liable to a 
third party who was not their client. 
Although the authorities are not ab- 
solutely clear, it seems unlikely that a 
British Court would give a decision in 
favour of the creditor in such circum- 
stances. (For a discussion of the legal 
issues, see S. R. Brown, “Liability of 
Accountants for Negligence,” Awus- 
tralian Accountant, October 1953, p. 
45; and Sir Richard Yeabsley, “Ac- 
countants’ Liability to Third Parties,” 
fae Accountant, May 1956, p. 
213. 


Pensions for directors 

B.H.P.’s controversial proposal to 
establish a pension plan for those of 
its directors, who are not also members 
of the company’s staff, was ratified at 
the recent meeting of shareholders. 


The pros and cons of this scheme have 
been sufficiently ventilated in the finan- 
cial press, but in all the discussions 
that have taken place one point seems 


to have received little attention. This 
is that the self-employed (including 
“professional directors”) are at a con- 
siderable disadvantage by comparison 
with employee-members of pension and 
retirement schemes. Both the self- 
employed and the employee are allowed 
a tax deduction of up to £300 per an- 
num for superannuation payments, 
life policy premiums and the like. But 
the employee has the added advantage 
that his tax-free accumulations in a 
retirement fund can also include what- 
ever additional sums his employer may 
contribute on his behalf. It is suf- 
ficiently obvious that an employee, who 
8a member of a retirement fund to 
which his employer also contributes, 
isin much the better position to save 
for his retirement. 

No doubt, as some financial writers 
have suggested, other companies will 
follow B.H.P.’s lead in establishing 
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directors pension plans. But not many 
self-employed people will be in a posi- 
tion to solve their retirement problems 
in the way that B.H.P.’s directors have 
done. Clearly, the solution to the 
whole dilemma is for the Government 
to follow the recent British lead, and 
to give additional tax concessions to 
the self-employed in respect of super- 
annuation and pension fund contribu- 
tions. The Australian Society of Ac- 
countants and a number of other pro- 
fessional bodies have been seeking such 
an amendment, so far without success. 
But perhaps in time the justice of their 
cause will become apparent to the 
Government. 


Think before you throw away 

We are indebted to Mr. L. Goldberg, 
of the University of Melbourne, for a 
cutting from a recent issue of the New 
York Times, which tells of an investi- 
gation at present being made of the 
account books of one John Pynchon, 
covering his business transactions in 
and around Springfield, Massachusetts, 
from 1651 to 1702. 

Evidently Pynchon had some know- 
ledge of bookkeeping. Each customer’s 
account in his ledger is contained on 
facing pages, the items sold to the cus- 
tomer being listed on the left hand 
page, and the goods, services or cur- 
rency received in payment being en- 
tered on the right. Because of the 
shortage of currency, settlement of ac- 
counts appears often to have been made 
in goods, but a money value was always 
placed on the goods received in ex- 
change. Thus in 1664, it is recorded 
that John Bliss bought from Pynchon 
“pistols, holsters, flasks and chains” 
for £2 6s. 6d. The same day Bliss 
bought a bible, powder, scythe and a 
card of buttons. Pynchon also debited 
Bliss with an out-of-pocket expense: 
“Yr county rate 1664 wch I pd”’— 
3s. ld. Bliss was credited with items 
such as 24 bushels of wheat, £4 4s; 3 
hogs, £4 17s.; and 173 pounds of pork 
at 3d. a pound. 

The particular value of these account 
books, it has been explained by the 
historian working on them, lies in the 
information they contain about prices 
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and values over an extended period of 
early colonial history. Obviously, his- 
torical information of immense value 
is contained in the ledgers, minute 
books, and other records of business 
houses. Much of this is lost, simply 
because old records cannot be kept in- 
definitely and must be culled from time 
to time. But the exercise of a little 
discrimination whenever the strong- 
room is being spring-cleaned would re- 
sult in the preservation of many im- 
portant contemporary records. Aus- 
tralia now has a Business Archives 
Council, which is interested in acquir- 
ing old business records of potential 
historical value. 


Chartered Institute convention 


The Institute of Chartered Accoun- 
tants in Australia plans to hold an 
Australia-wide accounting congress in 
Melbourne next year. The dates fixed 
for the congress are May 6 to 10, 1957. 
At each of four technical sessions a 
paper will be presented by three 
authors, who will be assisted by a 


rapporteur and three commentators. 
At a fifth session, a public lecture will 
be delivered by a prominent visitor 


from overseas. Further details of the 
programme have yet to be announced. 


Decimal currency 


India will have decimal coinage from 
the beginning of April next year, when 
the rupee will be divided into one hun- 
dred equal units, to be called naye 
paisas. The anna, at present one-six- 
teenth of a rupee, will gradually be 
withdrawn, but for a while old and new 
coinage will circulate side by side. The 
value of the rupee, the basic currency 
unit, remains of course unchanged. 


Other routes 


It is clear that if the Suez Canal 
route were not available for the ship- 
ping services connecting Australia 
with Europe, a considerable propor- 
tion of Australia’s overseas trade 
would need to be re-routed. Half of 
our exports are sold to European 
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countries, and practically all the 
goods normally travel via Suez. Th 
majority of Australia’s imports ap 
also obtained from similar sources ani 
use the same shipping routes. If th 
Suez route were blocked or subject t 
serious delays, the obvious alternative 
appears to be the Cape route, which is 
already used to some extent for cop 
nexions with Europe—especially with 
the United Kingdom and _ westen 
Europe—while some goods might 
via Panama. The significant thing 
about such arrangements is not only 
the extra time taken or the additional 
cost, but the changes they might make 
in the pattern of Australian trade. 
Additional shipping connexions with 
South Africa, for example, might a 
sist our trade with that continent, but 
the corresponding omission of services 
to India, Ceylon, Pakistan and Medi- 
terranean countries could prove dis 
advantageous. And if the Panam 
route is used to a greater extent, we 
might find that some of Australia’s 
— trade for the Pacific area is 
ost. 


Export drive 


There seems to be a real prospect 
that Australia’s exports will grow in 
the near future as a result of recent 
developments. The export of moto 
vehicles is important, not only for it 
own sake, but as an indication that 
other manufactures might also find 
export markets on an increasing scale 
Apart from the steady expansion of 
the wool clip, there are promising a 
pects of the rural export trade. Es 
tablishment of a cultured pearl it 
dustry in north-western Australis 
could prove a valuable export earner, 
as well as being significant for the 
settling of the north, while the large 
scale plans to grow rice near Darwi 
envisage considerable exports of rice 
to Asia. When Australia, despite her 
high costs, can seriously contemplate 
the export (by private enterprise, 
a profit) of this staple food of lov- 
income Asians, there is hope that by 
modern methods and efficient manage 
ment we may be able to compete 
many world markets. 
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Public borrowing 
One of the most interesting aspects 
of the Commonwealth Budget was the 
provision of about £108 million as a 
surplus to be available to meet Com- 
monwealth commitments for state loan 
es, and to meet maturing 
onwealth loans. The former 
need totalled £190 million, as agreed 
at the Loan Council, but it seems un- 
likely that the public loan market 
could raise anything like this sum in 
new cash during the year. One loan 
has yielded about £30 million, but 
three such loans are probably as much 
as can reasonably be expected. Thus 
the Budget surplus would be practi- 
cally absorbed in filling this gap. As 
far as the maturing loans are con- 
cerned, it is difficult to know how much 
is required after allowance is made 
for the proportion held by government 
departments, which may be presumed 
to convert. Small amounts seem to be 
forthcoming from various parts of the 
government’s complicated accounts, 
but there is, no doubt, a severe limit 
to the sums which the National Debt 


Sinking Fund and other such nest- 
eggs can yield. Perhaps the Common- 
wealth surplus will really turn out a 
good deal larger than estimated, for 
oe of the effects of continuing infla- 


tion—although it is a measure of 
policy failure—is to yield more taxa- 
tion than the estimates suggest. Of 
course, government costs may rise by 
the same token. 


Trade policy 

The mills grind slowly, and com- 
mentators have as much time to work 
out what might happen as Ministers of 
the Crown spend on overseas negotia- 
tions. In the case of talks with the 
United Kingdom on the Ottawa Agree- 
ment, initiated some months ago in an 
attempt to obtain better terms for our 
trade, we are still in little better posi- 
tion to guess what might be done than 
when Mr. McEwan set off for London. 
The Minister made a very competent 
review of the problem in the House by 
way of a report on his mission, but 
said nothing that had not been guessed 
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earlier. It seems that the only ways 
to alleviate the inequalities of the Ot- 
tawa and related agreements are: 


1. United Kingdom to release Aus- 
tralia from the rigid scale of 
preferences which her goods en- 
joy in the Australian market by 
comparison with imports from 
non-British countries; and 


. United Kingdom to give Aus- 
tralia some recognition in the 
English market against imports 
from countries which are sub- 
sidising their production, and 
against local production sub- 
a by the U.K. Government 
itself. 


By these means, Australia may be 
able to feel more assured of the Eng- 
lish market, while achieving some 
greater freedom to negotiate trade 
agreements with other countries (now 
made difficult by the high margin of 
preference we are compelled to grant 
the United Kingdom in our market) 
and as a result of the latter factors, 
the cost of imports into Australia may 
be reduced, which is an important con- 
tribution toward checking troublesome 
cost rises. 


Can import controls continue? 


The unhappy result of our August 
overseas trade revives the whole issue 
of import controls, and whether they 
can possibly achieve the purposes re- 
quired. It is not so much that our ex- 
ports fell short of our imports, but 
that the level of imports was so much 
higher than in previous months. Even 
if some part of the August imports 
was due to the delay in receiving im- 
ports in July, caused by wharf hold- 
ups, the figures are still unsatisfac- 
tory, for July and August averaged 
more than the previous months. One 
of the serious objections to import re- 
strictions as a method of preserving 
overseas funds in present circum- 
stances, is that it is inclined to be in- 
flationary through restricting the 
volume of goods available. And the 
restrictions have become so severe that 
they involve an increasing threat to 
items necessary to maintain essential 
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types of activity and employment 
within Australia. We are now at a 
stage where further cuts might 
jeopardise some sections of production 
and affect employment. Monetary de- 
flation and the deferring of public 
works would be no more painful as 
remedies. 


How many houses? 

The recent decline in the number of 
new housing starts has set off another 
round of pious outbursts by those who 
seek easy publicity in a nation of in- 
dividualists addicted to owning separ- 
ate detached houses. Housing starts in 
1955-56 were only about 6 per cent. 
lower than in the previous year, and 
the Minister for National Develop- 
ment has given reasons, which go at 
least part way to explain the drop, 
and give grounds for believing that 
some of the lost ground may be made 
up this year. 

But the never-satisfied have com- 
mented that even if the figure rises to 
a record 80,000, this will make little 
contribution to remedying the short- 


age, which is quoted in hundreds of 
thousands. It is very high-sounding 
for publicists to claim that all ney 
families formed by marriages and 
families arriving from abroad deserve 
good living conditions—even _ their 
own homes. But a little thought wi] 
show that to make real such a vision 
demands quite a revolution in housing 
policy. The fact is that there are mor 
houses per head in Australia than 
ever, and the number of rooms per 
head of population and the standard 
of facilities are very high indeed. If 
another great advance is to be made, 
substantial subsidies will be needed, 
and one wonders whether there is any 
greater case for “giving the people” 
better houses (at the expense of that 
section who pay through taxes) than 
for the thousand and one worthy 
causes which are also curable by a 
simple handout. For one thing, higher 
pensions would appear to have strong 
claims to be at the top of the queue, 
while better health and education faci- 
lities might be more important than 
to raise still higher the standards of 
our housing. 





RECENT LEGAL DECISIONS 


Proprietary company inviting deposits 
from public 

In Victoria, a proprietary company 
is defined as one which, by its memor- 
andum of association (inter alia) 
“prohibits any invitation to the public 
to deposit money with the company 
(other than deposits in connexion with 
transactions, in regard to real or per- 
sonal property, in the ordinary course 
of the business of the company) for 
fixed periods or payable at call, 
whether bearing or not bearing in- 
terest . . .” (Companies Act, 1938, 
8.26(1) (a) (iv)). 
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Eros Finance Pty. Ltd., a company 
incorporated in Victoria, carried @ 
the business of borrowing money 0 
unsecured short-term loans from pr- 
vate persons, and lent the money 8 
received at a higher rate of interest om 
the security of mortgages of real and 
personal property. During June 1955, 
it inserted advertisements in the press, 
announcing that it would accept at 
vances at rates of interest ranging 
from 4 per cent. per annum to 8 pe 
cent. per annum, the rate depending 
on the period for which the advance 
was made. Its memorandum included 
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the prohibition set out above, thus 
complying with the requirements of 
the section. 
The question arose whether, in pub- 
lishing these advertisements, the com- 
had acted beyond its powers; the 
reme Court (Lowe, Sholl and Hud- 
gon, JJ.) held that it had. (Eros 
Finance Pty. Lid. v. Attorney-General 
[1956] A.L.R. 782). 


For the company, it was argued that 
the ordinary course of the company’s 
business included the making of in- 
vitations to make deposits in con- 
nexion with transactions in regard to 
real and personal property; that the 
words in parentheses—“(other than 
deposits in connexion with trans- 
actions, in regard to real or personal 
property, in the ordinary course of the 
business of the company) ’”—amounted 
to an exception to the general prohibi- 
tion imposed by the section; and that 
the company, therefore, had not acted 
beyond its powers. 


But the Court took a different view. 
The prohibition imposed by the sec- 
tion is a general one against inviting 
the public to deposit money; but, 
recognising that there could be pro- 
prietary companies which accept de- 
posits from the public under hire- 
purchase agreements, or on sales of 
land and the like, the draftsman of the 
Act saw fit to add the words in 
brackets just in case the effect of the 
general prohibition would have been 
to upset transactions of that kind. 


The result is, therefore, that even 
where the normal course of a pro- 
prietary company’s business is to in- 
vite deposits in connexion with trans- 
actions in regard to real and personal 
property, it may not, nevertheless, in- 
= the public to deposit money with 


loan by company to purchase its 
shares 

The Companies Acts of the various 

states contain provisions aimed at 

Prohibiting a limited company from 

providing financial assistance for the 

purchase of its own shares. In Vic- 
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toria, the provision is to be found in 
s.45 of the Companies Act, 1938, 
which enacts that, with minor excep- 
tions, “it shall not be lawful for a com- 
pany to give, whether directly or in- 
directly, and whether by means of a 
loan, guarantee, the provision of se- 
curity or otherwise, any financial as- 
sistance for the purpose of or in con- 
nexion with a purchase made or to be 
made by any person of any shares in 
the company.” This provision was 
considered by O’Bryan, J., in Shearer 
Transport Co. Pty. Ltd. v. McGrath, 
[1956] V.L.R. 316. 


M and C were directors of the com- 
pany, and they determined that the 
company should pay £2,150 to M, the 
payment to be treated as a loan to C 
to assist him in completing the pur- 
chase of M’s shares in the company. 
Subsequently, the company sued M for 
its recovery. 


The points involved were whether 
the payment was made without con- 
sideration or ultra vires, and whether 
the arrangement was not merely un- 
lawful under s.45, but void as well. 
The defendant admitted that the 
transaction fell within s.45, but, he 
said, it was not thereby avoided. It 
was not made without consideration 
(the consideration, he argued, was his 
(M’s) obtaining a promise by C to re- 
pay the same amount to the com- 
pany); nor was it ultra vires, because 
the company’s memorandum contained 
power to lend money. 


But his Honour took a different 
view. The whole transaction, he held, 
was not only unlawful but ultra vires 
and void. No right ever accrued to 
the company to recover the loan from 
C (this followed the decision in Dressy 
Frocks Pty. Ltd. v. Bock (1951), 51 
S.R. (N.S.W.) 390), and, as regards 
the payment to M, there was no law- 
ful consideration for it, so that the 
company had really made him a pre- 
sent of it. This was not authorised by 
the memorandum, so that it was ultra 
vires. In these circumstances, the law 
imputed to M a promise to repay the 
money, and the company’s claim thus 
succeeded. 
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Panama Canal a U.S. possession 

The Suez Canal is very much in 
everyone’s mind at present, and we 
may well envy the more placid waters 
of the Panama Canal. 

By the Isthmian Canal Convention, 
the Republic of Panama granted to 
the United States of America “all the 
rights power and authority within the 
[Panama Canal] Zone . . . which the 
United States would possess and exer- 
cise if it were the sovereign of the ter- 
ritory . . . to the entire exclusion of 
the exercise by the Republic of 
Panama of any such sovereign rights 
power or authority.” In Stafford Allen 
& Sons Ltd. v. Pacific Steam Naviga- 
tion Co., [1956] 2 All E.R. 716, the 
Court of Appeal treated this as pro- 
ducing the result that the Panama 
Canal Zone was a possession of the 
United States. This had the conse- 
quence that a clause in a bill of lading 
purporting to exempt a shipowner 
from liability for negligence was of 
no avail, 

Goods shipped at Cristobal, a port 
in the Canal Zone, were damaged 


whilst in transit to London. The bill 
of lading contained, as well as the 
exemption clause, a clause that “with 


respect to shipments . . . from a port 
in the United States, all the terms and 
provisions of the United States Car- 
riage of Goods by Sea Act, 1936” were 
to apply; one of the provisions of that 
Act makes an exemption clause in a 
bill of lading null and void. 

If it could be shown, therefore, that 
Cristobal—geographically situate in 
the Canal Zone—were “a port in the 


United States,” the exemption clay 
would be of no assistance to the ship 
owners as a defence to the plaintiff, 
action for damages for negligence 
Having regard to the terms of the 
Isthmian Canal Convention, the Court 
of Appeal held that Cristobal was 
port in the United States,” and that 
was that. 


Maintenance payments to bankrupt 
divorcee 

In June of this year, this column re 
ported the decision of Upjohn, J., in 
re Tennant’s Application. This wasa 
case in which T had covenanted to pay 
his divorced wife £50 per month by 
way of maintenance. Some years later 
the lady was adjudicated bankrupt, 
and she authorised T to make the pay. 
ments to her trustee. Later still, she 
obtained a suspended discharge from 
bankruptcy, and revoked T’s authority 
to make his payments to the trustee 
Not unnaturally, the trustee contested 
this, and the Court was asked to de 
cide whether the monthly sum of 
was payable to the debtor or to the 
trustee in bankruptcy. Upjohn J., held 
that the sum was, on the- authorities, 
to be considered as income, and that 
the effect of s.51 (2) of the Bank 
ruptcy Act, 1914 (which is somewhat 
similar to s.101 of our Bankruptcy 
Act was that the sum was payable to 
the debtor unless and until, on the 
application of the trustee, the court 
should direct that some or all of it be 
paid to the trustee. 


This decision has now been affirmed 
by the Court of Appeal, [1956] 2 All 
E.R. 753. 
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This paper, which was written while 
its author was still a student, was 
awarded the A. E. Pyke Memorial 
Essay Prize in 1955. 


THE WHY AND WHITHER OF 
PUBLISHED FINANCIAL STATEMENTS 


S. R. Forell, A.A.S.A. 


HEN in 1862 Queen Victoria gave 
her consent to the Companies 
Act (25 & 26 Vic., c.89) which in con- 
solidating some earlier enactments and 
adding some new features was to be- 
cme the Magna Charta of British 
company law (and so a model for the 
company legislation in the Australian 
colonies), the Act did not prescribe 
the publication of a balance sheet, even 
kss of a profit and loss statement. 
When, as one may hope, in the not-too- 
distant future Queen Elizabeth II will 
give, through her vice-regal represen- 
tative, her consent to a consolidated 
and uniform Commonwealth Com- 
panies Act, this Act (or the uniform 
State Acts) will certainly lay down 
fairly extensive requirements for the 
publication of all essential financial 
statements of public companies. 

This extraordinary change, for 
which the legal formulation is only 
one of many symptoms, has occurred 
not only in the mere fact from non- 
publication to publication, but at the 
same time in the meaning, media and 
forms of publication as in the mean- 
ing, form and contents of the “ac- 
counts.” 

It is understandable and justified 
that the accountancy profession at- 
tributes to its own efforts an essential 
part of the improvements in the 
presentation of and in the disclosure 
by published accounts. Bray and 
Sheasby approvingly quote the late 
Mr. F. R. M. de Paula: “Accountants 
have been mainly responsible for these 
forward steps.” 

Although the accountants might be 
the protagonists in this evolution, they 
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were at least stimulated by develop- 
ments and forces outside accounting. 


Instead of giving a historical de- 
scription of the facts and an outline 
of the present situation—which has 
been done anyway in the works of Sir 
Alexander Fitzgerald and _ other 
writers—it might be more useful to 
attempt a tentative analysis of the 
“why” of this development and an 
even more tentative consideration of 
its “whither.” 


Moreover, the development in pub- 
lished accounts has not been limited to 
the British Commonwealth: as much 
as British law and accountancy have 
influenced American and continental 
company law and practice, influences 
have worked likewise in _ reverse. 
Different conceptions of legal prin- 
ciples and of the role of private enter- 
prise (as expressed in the public com- 
pany) have led to similar, although 
not the same developments. 


So far as accountancy as such is 
concerned, it has to be remembered 
that at the time of the principal legis- 
lation in 1862 there was hardly any 
“accountancy” in existence at all. 
From 1494, when the Franciscan 
monk, Paciolo, had published his De 
Computis et Scripturis, till the middle 
of the nineteenth century, progress in 
the theory of bookkeeping had been 
rather slow. The theory had been 
mainly concerned with mathematical 
proof of the correctness of the double- 
entry. Even the more scientifically 
minded, like the German, J. Schaer, 
were more concerned with mathemati- 
cal than with analytical problems. And 
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it was a very long way off to the 
teachings of Gilman, May and Paton, 
of Baxter, Bray and Fitzgerald. 

On the other hand the economic 
significance of company accounts 
could not be very well appreciated in 
a time where economics itself was 
either a rather unfortunate appendix 
of a fairly vague social—and moral— 
philosophy (mostly with outspoken 
utilitarian-pragmatistic tendencies), 
or mainly conceived as economic his- 
tory as done by the then flourishing 
Continental “Historical School.” Key- 
nesian or econometric conceptions 
have after all only recently begun to 
penetrate. 

Another factor is the change in the 
position of the public company in the 
economic system. At the time of the 
1862 Act the legislators conceived the 
public company still essentially as a 
“joint-stock company,” a conception 
which still seems to be lingering today. 
But even then the public company was 
only in rare cases a real “joint stock” 
company, an association of merchants 
combining their finance and (trading) 
stock resources in more or less per- 
manent ventures, preferably overseas. 
A very substantial number of the then 
existing—and in consequence of the 
Act, freshly formed—companies were 
not trading companies and even less 
manufacturing companies (except for 
a fairly good number of breweries), 
but what one would call today public 
utilities. The opinion expressed much 
earlier (1776) by Adam Smith in his 
Wealth of Nations (Chap. V, Part 
III, Art. 1) still held good, namely that 
a joint stock company was an appro- 
priate type of organisation only for 
those trades which could be reduced 
to a routine, namely banking, fire and 
marine insurance, making and main- 
taining canals, and bringing water 
into the cities. Today one would re- 
gard such a list as a Fabian recom- 
mendation for nationalisation. It 
shows how the very basis of the pub- 
lic company has changed. There are 
not satisfactory statistics available 
about the actual share of public com- 
panies in the economic system of a 
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nation. In The Social Framework 
(1942) Professor Hicks comes to @ 
estimate of the total wealth of Greg 
Britain in 1932-33 of £24,500 million 
including a national debt of £6,0% 
million. The total corporate paid 
capital (i.e., without reserves, ete) 
was at the same time about £550 
million. That would equal about % 
per cent. of the national wealth! Es 
timates for the U.S.A. of the propor. 
tion of national wealth owned by pub. 
lic companies were even higher. 


Today “big business” is nearly 
synonymous with “public company” jn 
spite of the fact that even bigger bugj- 
ness may be conducted in the form of 
public-owned corporations and_ that 
there are still some very strong part. 
nership firms and proprietary con- 
panies able to hold their own. Capital 
needs under present conditions are 
extensive that only a public company 
offers a suitable frame for the enter 
prise. That means, too, that the circ 
of potential contributors has bee 
changed. Landed gentry and wealthy 
merchants no longer form the 
majority of the shareholders. Accord- 
ing to the report of the Cohen Com- 
mittee (p. 77), in ten leading British 
companies the weighted average of 
shareholders each holding less than 
100 ordinary shares in the paid-up 
capital was 41.4 per cent. Recently 
published statistics on shareholdings 
in Australian companies (R. Keith 
Yorston in the Australian Accountant, 
June 1955) suggest the same develop 
ment as elsewhere: a growing popl- 
larity of share investments i 
people of small means. Employee 
shareholdings (earlier attempted by 
Rowntree and others) have also re 
ceived a fresh impetus from the recent 
steps taken by Rolls-Royce and Im 
perial Chemicals. The number of 
Australian companies with substantial 
employee-shareholdings is growing, 
too. 

Since free finance capital has be 
come rather limited, through high in- 
come taxation and estate duties, the 
modern public company has to look 
for wider, formerly untapped finar- 
cial sources, often in strong competi 
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tion with the demands of government 


wd semi-government authorities and 
stitutions. This, too, makes a new 


proach to company publicity un- 
avoidable. 

This change in the composition of 
qnership has other consequences: 
“Qwnership continually becomes more 
dispersed; the power formerly joined 
tp it becomes increasingly concen- 
trated, and the corporate system be- 
mes thereby more firmly estab- 
jshed.” (Berle and Means, The 
Modern Corporation and Private Pro- 
yerty, p. 9). One need not be as pes- 
smistic as Professor Friedman, who 
described the situation in his Law and 
Social Change in Contemporary Bri- 
fin (p. 15) as: “The nominal. owner 
corporate enterprise, the share- 
holder, is becoming more and more 
pwerless. He turns into a mere re- 
tpient of dividends, often barely dis- 
tnguishable from the bond or deben- 
ture holder.” Nevertheless, there can 
eno doubt about a growing separa- 
ton of ownership and control. But 
fective control is only possible where 
here is sufficient knowledge of the 
fnancial situation. 


In the good old days of the joint- 
tock company owners, directors and 
management were more or less identi- 
al, or were at least closely knitted to- 
gether. The managerial revolution has 
whetrated the public company as well 
s government and public administra- 
ton. The sovereign power of the 
tareholder’s parliament, the share- 
widers’ meeting, has shifted to the 
Wlicymaking government, the board 
if directors and has been lost by it in 
um to the real holders of power, the 
tamagement. This shifting of power 
id responsibility has created new re- 
tions and has caused a change in the 
tinds of information wanted. 


The evolution of the full-time direc- 
wr and professional manager has af- 
feted the problem in another respect: 
he pure entrepreneur and the self- 

man, the boss who started as 

boy or tradesman-apprentice, is 
Mdually being supplanted by the 
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“management - trained” executive, 
more often than not a _ university 
graduate or qualified professional with 
wider outlook and better understand- 
ing of the complexity of a public com- 
pany in modern society. 


Another change, which is less dis- 
cernible in British countries, concerns 
the legal status of the company. In 
British-Australian conception the pub- 
lic company is basically still the 
“Limited” which happens also to be 
a legal entity. Bray and Sheasby say 
(Design of Accounts, p. 2): “The con- 
trol of business enterprises conducted 
in the form of public companies re- 
quires the publication of adequate and 
intelligible accounts and that is but 
one return for the privilege of limited 
liability.” After all, limited liability 
is not so much a privilege in relation 
to any creditors, but a means of 
gathering the necessary capital from 
the widest possible sources. How- 
ever that may be, for English indivi- 
dualistic-pragmatistic thought a pub- 
lic company is only treated as if it is 
a person, while for Continental think- 
ing, deeper rooted in the “idealistic” 
philosophy of Plato, Kant and Hegel 
and in the principles of classical 
Roman Law, the reality of the persona 
de juris is hardly in doubt. The 
“Société Anonyme” and, in America, 
the “Inc.” are persons with their own 
rights and duties. It is merely inciden- 
tal that there are “members.” 


Last but not least, the change in the 
politico-sociological climate has basi- 
cally influenced the approach to pub- 
lished financial statements. It was in 
the heyday of unfettered liberalism 
that the British Companies Acts, cul- 
minating in the 1862 Act, were for- 
mulated. But not only within the Bri- 
tish Commonwealth, but even in 
U.S.A., where the faith in liberal 
capitalism and free enterprise has 
been more outspoken and enduring, 
“reform”-capitalist ideas have won 
ground. The New Deal legislation 
provided for some formerly undreamt- 
of regulations and interventions by 
state and society. On the Continent, 
of course, the situation developed in 
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different ways. Within the Latin bloc 
(France, Belgium, Italy) company 
legislation is still principally based on 
the Napoleonic Code de Commerce of 
1807. It has to be remembered that, 
contrary to popular belief, French law 
does not so much reflect the liberal 
traditions of the Great Revolution as 
the “étatism” of the Napoleonic era. 
In the central and east European bloc, 
represented by Germany, Switzerland, 
the Scandinavian countries, Austria- 
Hungary and Czarist-Russia, with 
their successor-states, the influence of 
German law was predominant (and 
still is): the German company legisla- 
tion was brought down at the time of 
Bismarck (and not as in England by 
a Gladstone). It has made some con- 
cession to liberal ideas. The result, 
however, is not so very different. On 
the one side, liberalism awakening to 
social responsibilities and making 
graded and guarded steps to a welfare 
state; on the other an “étatism” 
loosening its grip in favour of self- 
regulated responsibilities. 


If these have been the more obvious 
causes of a change in published finan- 
cial statements, what about publica- 
tion and accounts themselves? 


“On the basis that ‘forewarned is 
forearmed,’ the fundamental principle 
underlying the Companies Acts has 
been disclosure. If the public and the 
members were enabled to find out all 
relevant information about the com- 
pany, this, thought the founding 
fathers of our modern [British] com- 
pany law, would be a sure shield. The 
shield may have not proved quite so 
strong as they expected, and in more 
recent times it has been supported by 
offensive weapons ... But basically 
disclosure still remains the principal 
safeguard on which the Companies 
Acts pin their faith, and every Act 
since 1862 has added to the extent of 
publicity required.” This is how L. C. 
B. Gower (Principles of Modern Com- 
pany Law, p. 431) describes the situa- 
tion. But this publicity has in all 
countries been mainly directed to the 
original registration and filing of cer- 
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tain reports and schedules. The im. 
portant forerunner of the 1862 Act 
the 1844 Joint-stock Companies Regis. 
tration Act (7 & 8 Vic., ¢.110), “jp 
order to prevent the establishment of 
fraudulent companies and to protec 
the interest of shareholders and the 
public,” permitted the formation of 
companies under specific regulations, 
especially registration, which was de 
signed to make public the underlying 
facts about the companies. (A. ¢ 
Littleton, Accounting Evolution t 
1900, p. 253). 


But publicity ranges from the neg. 
tive “not kept secret” through the 
“laid open” (if one cares to search) 
to actual communication to the public 
at large. It ranges from the mere 
registration and filing of documents 
to actual publication of essential par- 
ticulars in the Government Gazette, 
and even the main daily newspapers. 
Compulsory press - publication of 
balance sheets and profit and _ los 
statements is provided for in German 
and similar laws. The Australian 
position has been best expressed in 
the words of A. A. and G. E. Fitz 
gerald (Form and Contents of Pub- 
lished Financial Statements, p. 4): “A 
statement is published when it is made 
generally known. A financial state 
ment may be said to be ‘published,’ in 
a somewhat more restricted sense, 
when it is issued in such a way that 
persons who wish to do so may easily 
become aware of its contents.” 


The change to wider publicity has 
been accompanied by a change in fe 
porting itself. In the work just cited, 
A. A. and G. E. Fitzgerald point out 
the hindrances to progress in the eve 
lution of the form of financial state 
ments (p. 8): “One of the most 
formidable obstacles has been the It 
nate conservatism of the accountants 
and their natural respect for the cot- 
ventions and traditions of their at 
... Another deterrent to change has 
been the belief, strongly held by many 
directors of companies, though not by 
all, that statements should not revedl 
domestic matters to competitors, 1 
trade unions and the general public. 
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But in recent years, in Australia as 
anywhere else, the “improvements in 
the technique of preparing annual re- 
ports have been so great as to be ob- 
vious to the casual observer.” (E. S. 
Owens, “Company Annual Reports” in 
Australian Accountancy Progress 
1954, p. 63) Mr. Owens gives a most 
instructive picture of how presenta- 
tion, variety and scope of contents and 
general information have improved in 
the annual reports of leading and 
rsponsibly-managed Australian com- 
panies, following the example set in 
US.A. and Great Britain. It shows 
convincingly that the recommenda- 
tions of the professional bodies and 
the untiring work of the Fitzgeralds 
have not been in vain. 
Finally the meaning of “financial 
acounts” has undergone and is still 
udergoing a change. Shareholders 
have not, unless expressly so provided 
in the articles of association—and that 
vill hardly happen—a right to inspect 
the books under British and Aus- 
talian law nor under any Continental 
hw. (Even directors were granted 
this right not earlier than in the Eng- 
lsh Act of 1929). Fundamentally 
iifferent is the position in America. 
‘It is generally held that the right to 
inspect the books and records of the 
wrporation is an inherent right of the 
tareholder incidental to his owner- 
tip of the shares. The corporation 
must permit inspection, and the Courts 
vill assist the shareholder if the cor- 
pration does not comply with the re- 
west.” (A. B. Levy, Private Corpora- 
hons and their Control, p. 731). This 
my be one of the factors to explain 
te greater willingness of American 
tmpanies to give very wide informa- 
ton on financial matters: the share- 
hiders could obtain the information 
y inspection of the books themselves. 
“Compulsory disclosure through ac- 
tunts is a method of providing infor- 
ution which the legislature adopted 
ta comparatively late stage. It was 
wt until 1908 that [British] com- 
lities were compelled to publish their 
ce sheets, nor until 1929 that 
yY were made to circulate to their 
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members the perhaps more informa- 
tive document, the profit and loss ac- 
count. And it was only in the latest 
Act that the latter was made available 
to the general public and that a serious 
attempt was made to lay down in de- 
tail how these documents were to be 
prepared.” (Gower. loc. cit., p. 438.) 


But what do accounts or (better) 
financial statements consist of? The 
traditional balance sheet and profit 
and loss account only, or in addition a 
statement of sources and application 
of funds, a budget for the coming 
period, and _ statistical information 
without which essential items in the 
balance sheet and profit and loss ac- 
count may be quite meaningless or 
even misleading? What are the mini- 
mum requirements of a “disclosing” 
balance sheet and profit and loss ac- 
count? 


Before this question can _ be 
answered, one must consider to whom 
the published financial statements are 
addressed. The usual classification 
places shareholders (and _ investors) 
and creditors first and then govern- 
ment bodies, the financial press, econo- 
mic and statistical research workers, 
trade unions and employees, and the 
public in general (including cus- 
tomers). 


At this point of ranking the ad- 
dressees in priority, new developments 
are most likely, and so too are differ- 
ences of opinion. 


There may be the doubt whether 
really the shareholders should have the 
number one priority. The traditional 
opinion, of course, places the share- 
holder, the “member of association,” 
first as the owner of the company. But 
certainly the shareholder is not the 
“owner” in the sense of proprietor. 
He is not a co-owner of the net assets. 
He has no right in re, but stands in a 
contractual relation to the company. 
His main obligation fulfilled with the 
payment for his shares, his main right 
rests in his claim to a share in the 
profits, so far they are available for 
distribution as dividends; in addition, 
in case the company is wound up, to a 
refund of the original capital contri- 
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bution (made by himself or the first 
in the line of transferors) and in a 
share in any surplus left, a surplus 
created by unused and so yet undivided 
profits and capital increments. What 
he really needs is a detailed auditor’s 
report as his ‘only basis for effective 
control. Next he needs an informative 
profit and loss statement to show him 
the profitability of his investment, 
even if the profit motive alone was not 
dominant in the decision to invest in 
this particular company. A balance 
sheet, being not a_ statement of 
“values,” but merely a listing of ori- 
ginal capital contributions and past 
profits and losses, reflected in perma- 
nent and fluctuating items of invest- 
ment, can raise only an illusion of “se- 
curity.” Moreover there is no such 
person as a f.a.q. shareholder. The 
interests, needs and ability to under- 
stand information, of the incidental 
small investor and the big shareholder, 
of controlling companies, financial in- 
stitutions, professional trustees, and 
speculators, are quite diverse. Even 
the best display and wording cannot 
overcome a lack of understanding of 
economic and accounting problems and 
techniques. This may be changed, if 
Adult Education and similar bodies 
would follow successful attempts made 
elsewhere to include “Financial State- 
ments” in their syllabuses. As it is, 
for the small shareholder some enlight- 
ment on the general activities and 
situation of his company is more im- 
portant than “financial statements,” 
which for the big shareholder are in 
many cases not even detailed enough. 


Whether creditors depend to any 
remarkable extent on published finan- 
cial statements is rather doubtful. The 
potential givers of substantial and 
long-term credit, like banks and finan- 
cial institutions, will hardly be satis- 
fied with the usual “short-form” re- 
port, but will insist on more informa- 
tive “long-form” statements, whereas 
the normal trade creditor will not base 
his decision on the creditworthiness of 
a company on historical data in its 
published accounts, but on bank and 
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trade references and similar credit. 
information. 


It seems, at least so far as Australia 
is concerned, that the interest and 
needs of government, business science 
and financial press, are rather under. 
estimated and so is the interest of em. 
ployees and the general public. In this 
respect, changes can be expected a 
have occurred in other countries, with 
the necessary reaction on the form and 
contents of published financial state 
ments. This depends on some “ifs”: 
the extension of “applied economics” 
in the research work of the univers 
ties and the official statisticians, the 
inclusion of (the so far neglected) 
general and business economics in the 
work of the C.S.I.R.0., the continuing 
evolution of the financial press (ip 
cluding the “city editor’s pages” in the 
daily press) from investor’s forn- 
guides to responsible analysis and 
criticism; and on the employees’ and 
trade unions’ side a greater interest in 
and understanding of economic real 
ties. 


We have therefore a diversity ani 
divergence of interests: the account 
ants who have to prepare the financial 
statements which for them are histori 
cal_ statistical records, made a 
curately, following approved but not 
always clear-cut traditions; the audi 
tors who have to see to it that such 
statements give a true and corret 
view (which implies the not always 
appreciated reservation “according t 
legal requirements and the relative 
truth which accounting principles cal 
reveal”); the directors and managers 
who understandably enough often pre 
fer “pretty” statements to over 
revealing ones, this not necessarily 
with bad intentions or even fraudulent 
aims (although this has happened), 
but in the honest conviction that 
management knows best what to sa 
and how to say it. 


On the other hand, shareholders, 
vestors, creditors and customers, 
science, press and government: the 
minimum requirements for all would 
be the principles which Bray 
Sheasby (Design of Accounts p. 10) 


The Australian Accountant, October, 1% 





freon ches oOo & =< =n: ce om 


—_—— go 


credit- 


istralia 
st and 
science, 
under- 
of em- 
In this 
ted as 
S, with 
rm and 
| state. 
“ifs”: 
1omics” 
niversi- 
ns, the 
rlected) 
| in the 
tinuing 
ss (in 
” in the 

form- 
is and 
es’ and 
erest in 
c reali- 


PUBLISHED FINANCIAL STATEMENTS 


summarised in the following way: “A 
fnancial statement should be clear, ar- 
ranged in groups under headings, un- 
ambiguous, facilitate comparisons and 
comply with statutory requirements.” 
But it has always to be remembered 
that “the basis of accounts of a busi- 
ness undertaking is the allocation of 
costs and revenues. Whilst figures of 
assets are ascertained, these figures 
are costs incurred, and not values.” 
oy Norris in Economica, Aug. 
1945. 


As long as public companies played 
mly a minor part in the national 
eonomy the presentation of accounts 
was rather a family affair. It is no 
nger so today, and will be even less 
in the future. A company with 
thousands of shareholders and thous- 
unds of employees, probably dominat- 
ing an important sector of industry or 
commerce, concerns not only the in- 
siders but the outsiders as well. Suc- 
was and failure are of nationa! «im- 
prtance, a failure can have as in 
ases like the break-down of the Swed- 
ith match combine (Kreuger & Toll) 
international repercussions. The 
figures for turnover, for wages, 
wlaries and voluntary payments to 
the staff, for taxation, for depreciation 
ad replacements, for stocks, &c., are 
wt only a subject matter of financial 
xcounting, but are even more import- 
mt as subject matter of social ac- 
counting. 


One can try to enforce a maximum 
if disclosure by legislation. Of this 
there are some interesting examples. 
leaving out of consideration the 
Soviet Russian steps during the short 
NE.P.-period, when there were pri- 
tte undertakings in existence (the 
wailable material does not allow reli- 
ile conclusions), the German law 
vent obviously farthest. It is inter- 
sting to note that the German com- 
any law of 1937 which its elaborate 
ist of “musts” in the publication of 
lilance sheet and profit and loss state- 
tent was not, although brought down 
der the Nazi régime, the invention 
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of that régime; it would have been in- 
troduced in a similar way by any 
other régime, as public opinion was 
prepared for it thanks to the work of 
accountancy theorists, especially Pro- 
fessor K. Schmalenbach and his 
Cologne school, and the voluntary 
adoption of certain principles by big 
industrial groups years before. This 
German law does not stand alone. The 
Swiss company law of 1937 has 
adopted similar, although less strin- 
gent, principles while the Swedish Act 
of 1948 goes nearly as far as the Ger- 
man. The French government intro- 


duced in 1947 a standardised scheme 
of accounting for the nationalised in- 
dustries and has used some pressure, 
not always successfully, to make it 
general for French companies. 


On the other side, in the United 
States the legal requirements are 
mostly kept to a minimum, but volunt- 
ary disclosure goes in some respects 
farther than on the Continent. 


The British way (in Australia 
partly anticipated by the Victorian 
Companies Act of 1938) has been to 
follow developments, not to dictate 
them. The Cohen report, on which the 
1948 Act is based, deliberately recom- 
mended only “the minimum require- 
ments of the best accountancy prac- 
tice” (Cohen report, para. 97). But, 
as Gower (loc. cit. p. 54) remarks: 
“The provisos of the 1948 Act are the 
latest, but doubtless not the last, at- 
tempt to secure full disclosure.” And 
he says again (pp. 452/3): “in general 
they [the statutory provisions] are 
not the last word on the subject; in 
some respects they are still too lax 
and in others notoriously obscure. But 
in general they ensure that the vital 
information is there for those quali- 
fied to extract it . Published ac- 
counts have become the lynch-pin of 
the system of protection through dis- 
closure. Unless, in a welfare state, this 
system is to be rejected in favour of 
some more drastic method, the out- 
standing need seems to be to ensure 
that the accounts are represented in 
a form which is more readily intel- 
ligible to the layman.” 
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PUBLISHED FINANCIAL STATEMENTS 


The swinging away from an unfet- 
tered liberalism, in which the profit- 
motive was dominant, to a reform- 
capitalism in which the power-motive 
and the belief in the rights of the “en- 
terprise as such” are strengthened, 
the pressure of new ideologies, 
whether they appear in Fabian, col- 
lectivist, national socialist or commun- 
istic form, make it unavoidable that 
public companies as the most impres- 
sive exponents of capitalist organisa- 
tion do everything to build up reliable 
public relations—and published finan- 
cial statements are one, if not the best 
way to it. 


The great historians of capitalism, 
Brentano, Sombart and Weber, hovw- 
ever much they disagreed on certain 
points, were of one opinion in this: 
that the development of capitalism 
would have been impossible but for the 
timely discovered and developed art 
and science of accounting. It may wel] 
be that the survival of capitalism, on 
which after all is based what one likes 
to call Western civilisation, will in no 
small degree depend on the art and 
science of accountants, to give in the 
form and contents of published finan- 
cial statements the justification of the 
very existence of companies and the 
system itself. 





Binding the Journal 


Binders for the Australian Accountant are now 
available from the publishers, Accountants Pub- 
lishing Co. Ltd., 37 Queen Street, Melbourne. 
Square-backed, fully bound in black cloth, and with 
the name of the journal and the year gold-blocked 
on the spine, they are priced at 25s. each, post free. 
Each binder takes twelve copies of the journal, 
easily inserted and removed. When ordering, please 
specify the year to be blocked on the spine of each 
binder. Binders for year 1956 can be supplied im- 
mediately; those for other years may take a little 
time to supply. 


The Australian Accountant, October, 1956. 





CONTROL AND CORRECTION 


INVENTORY 


OF 


N accounting for inventories, accoun- 
tants are primarily concerned with 
asuring that payments made or lia- 
jilities incurred for inventoriable 
materials and supplies are properly ac- 
ounted for. The costs of materials in- 
erporated in products and of supplies 
onsumed in production are charged 
product costs, and the costs of 
naterials and supplies not so used are 
arried forward as assets, subject to 
their physical existence and their valua- 
tion as stock-in-trade for balance sheet 
purposes. 
Clearly verification of the costs of 
aquisition, as recorded in the books of 
«count, and determination of physical 
aistence must precede any valuation 
fr balance sheet purposes; and it is 
vith the problems which arise in the 
wurse of this verification and deter- 
nination that it is proposed to deal. 
These problems arise irrespective of 
te method of pricing or costing 
materials issued and the consequent 
uture of the balances brought down in 
the stock records. 


(trol through values 


Where values, i.e. costs, of materials 

teelved and issued are recorded in a 
tock ledger and balances representing 
he values of materials unissued are 
ought down, a subsidiary ledger 
(ubject to the control of a materials 
mew in the general ledger) is con- 
Ntu bs 


Integration of this ledger with the 
cial accounts may be achieved as 
‘gards receipts by posting from pur- 
invoices (a method to which 
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J. D. Seyfort, F.A.S.A. 


there are many objections) or from 
copies of receiving reports which have 
been costed from the invoices. The 
total of a machine-listing of costs so 
entered in these receiving reports can 
be compared with the total of the pur- 
chase journal or voucher register in 
respect of inventoriable items. In- 
clusion in the financial accounts of all 
liabilities in respect of materials re- 
ceived in the accounting period is thus 
ensured, irrespective of the dates of 
suppliers’ invoices and inclusion of the 
amounts in their monthly statements. 


Accounting for materials issued can- 
not be verified in a similar manner. 
The total of a machine listing of stores 
requisitions covering issues, which are 
purely internal transactions, is the 
amount which is required to be credited 
to the materials control account in the 
general ledger. However, integration 
of the stock ledger with the cost ac- 
counts may be achieved as regards is- 
sues, if credits to the stock ledger are 
agreed with debits to the cost ledger 
for material costs. 


The principal problem as regards is- 
sues is to ensure that stores requisi- 
tions are made out covering all! issues 
from stores. Except where certain 
cost accounting systems can be used, 
as described later, reliance in this re- 
gard must be placed on effective physi- 
cal control of stores, the three funda- 
mental rules of which are (1) the pass- 
ing of all material receipts through 
stores, (2) prevention of access to 
stores by unauthorised persons, and 
(3) supervision of the preparation of 
stores requisitions by storemen. 








INVENTORY ACCOUNTS 


Where standard costs are used the 
emergence of material usage variances 
will indicate omission to issue stores 
requisitions and enable corrective ac- 
tion to be taken; and some other cost- 
ing systems may afford similar facili- 
ties. 


The materials control account, in 
which the amount of receipts during an 
accounting period is added to the open- 
ing balance and the amount of issues 
during that period is taken away, gives 
the closing value of stock with which 
should be agreed the total of a machine- 
listing of the value balances of the 
stock ledger. 


The above procedure should be fol- 
lowed prior to any comparison of the 
quantities shown in the stock ledger 
as balances of stock on hand with 
quantities found by stocktakers in the 
course of periodical stocktaking. 


Quantities recorded and quantities 
found 


The physical existence of materials 
recorded in the stock ledger as being 
on hand at a given date can only be 
determined by taking stock as at that 
date. The quantities (pieces, weights, 
measurements) found and _ identified 
are then compared with the quantities 
shown in the stock ledger and dis- 
crepancies are reported and investi- 
gated. : 


Discrepancies, which may be either 
surpluses or deficiencies, may result 
from errors of count or identification, 
omissions to issue stores requisitions 
or losses from whatever cause. A sur- 
plus, i.e. an excess of stock found over 
stock recorded, can result from failure 
to post a receipt or from the erroneous 
posting of an issue. A deficiency, i.e. 
an excess of stock recorded over stock 
found, can result, conversely, from 
failure to post an issue or from the 
erroneous posting of a receipt, or from 
either of the following causes: 

(a) Omission to issue a stores re- 

quisition. 

(b) Loss from whatever cause. 
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A suitable procedure for investiga. 
tion is as follows. Stock is recounted 
by stocktakers and additions and ex. 
tensions of quantities in the stock led. 
ger are checked. Discrepancy reports 
are examined for compensating errors, 
Errors of identification by stocktakers 
and postings of receipts or issues to 
wrong sections in the stock ledger are 
errors of similar nature and effect, 
If values have been verified, as pre. 
viously described, surpluses and de. 
ficiencies caused by errors of identifica- 
tion will be offset by compensating er- 
rors. Posting errors other than those 
arising from errors of identification 
will not be revealed by verification of 
values, but may be indicated by cal- 
culating and considering unit prices or 
costs. Finally, the cost accounts are 
examined for indications of failure to 
charge materials. 

After correcting errors of count and 
identification and after remedying 
omissions to issue stores requisitions, 
to the extent that is possible, the stock 
ledger must be brought into agree 
ment with the inventory by debiting 
costs with the amount of unresolved 
deficiencies and crediting materials j 
control account and those sections of 
the subsidiary stock ledger which are 
affected. 

As the stock ledger must ultimately 
be brought into agreement with the in- 
ventory, there is clearly an economic 
limit to the extent to which investiga- 
tions of discrepancies should be pur- 
sued in the effort to clear them up. 
This is a matter which calls for the 
exercise of judgment having regard to 
the circumstances of each case. A com- 
pany’s stocks may be extensive and 
varied: unresolved discrepancies may 
be trivial and the cost of resolving 
them may outweigh any advantage to 
be derived. On the other hand there 
may be evidence of gross carelessness 
in the keeping of records or indications 
of misappropriations of materials, 
which cases the cost of protracted I 
vestigation could be considered as wal- 
ranted by the need to expose ineffii- 
ency or dishonesty and prevent their 
repetition. Extensive deficiencies 
call for police action. 
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INVENTORY ACCOUNTS 
Quantities without values 


Stock is recorded in respect of both 
quantity and value in most cases where 
it is intended to rely basically on the 
book value of stock-in-trade for bal- 
ance sheet purposes, or where the 
method of pricing or costing issues of 
materials requires calculation of the 
value of unissued balances, i.e. gener- 
ally where any method other than re- 
placement cost is used. In the former 
cases the extent and variety of stocks 
may preclude the determination of the 
physical existence of all items at the 
balancing date and resort is had to 
periodical stocktaking and periodical 
adjustment of stock values. 


Many small companies and some 
large ones maintain stock records in 
respect of quantities only. In these 
cages the common denominator of 
value, expressed in pounds, shillings 
and pence, is not available for the 
measuring of disparate materials and 
control by balancing is not possible. 
There can be no discovery and correc- 
tion of clerical errors prior to the com- 
parison of quantities found with quan- 
tities recorded, except by the costly 
method of checking all postings from 
srially numbered documents of origin. 


Inventories prepared from such re- 
cords may be valued at replacement 
cost Or some nominal price which may 
or may not accord with the lower-of- 
cost-or-market-value rule. Where cost 
acounts are maintained and charged 
with materials at replacement cost, a 
general adjustment must be made at 
the balancing date in order to reconcile 
the cost accounts with the financial 
acounts. This general adjustment 
will embrace: (1) a charge to costs for 
materials issued, which were not cov- 
ted by stores requisitions, (2) a 
tharge for materials lost, and (3) an 
tmount representing the difference 
(plus or minus) between the total 
imount of issues costed at replacement 
est which were debited to cost ac- 
tounts and the cost of those issues de- 
termined (subject to charges 1 and 2) 
% a result of stocktaking and valua- 
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tion. There is no way of determining 
the separate amounts of these elements 
of the general adjustment. 


In practice, the only thing that can 
be done is this: to the value of stock- 
in-trade brought forward from the 
previous accounting period is added the 
cost of materials purchased during the 
period, and from the sum of these two 
amounts is deducted the value of stock- 
in-trade at the end of the period, de- 
termined as the result of stocktaking 
and valuation. The difference between 
this residue and the total amount of is- 
sues charged to costs is either over- 
applied or underapplied material cost 
and is credited or debited to costs ac- 
cordingly. 


Such records are inchoate. They do 
not enable any useful analysis to be 
made as a basis for the exercise of con- 
trol over material inventories or 
material costs. Nevertheless their use 
may be defended in certain businesses 
on grounds of expediency or economy 
and the accountant’s approach in these 
cases must at all times be practical. 


Values for balance sheet purposes 

The valuation of stock-in-trade for 
balance sheet purposes is subject to the 
application of accounting principles 
and company policy with which it is 
not proposed herein to deal, except as 
it may affect values of balances of 
stock recorded in the stock ledger and 
the integration of this ledger with re- 
lative sections of the general ledger 
and the cost ledger. 


Where there is integration with a 
materials control account in the gen- 
eral ledger and a materials in process 
account in the cost ledger, the balances 
of individual items of stock on hand 
recorded in the stock ledger should not 
be corrected in the course of applica- 
tion of the lower-of-cost-or-market- 
value rule. Such corrections would 
upset the stability of the cost accounts 
and impair their usefulness in the con- 
trol of costs. Moreover, if market 
values were assessed, as is sometimes 
done, by aggregating the whole of the 
stock or large sections of it in order 
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to discover variations from recorded 
costs, considerable clerical work would 
be involved in calculating the correc- 
tions to be applied to individual items. 
As materials are issued and incorpor- 
ated in products they are replenished 
at market prices, so that the increased 
or decreased costs, which result from 
changes in market prices, become ul- 
timately absorbed in costs. 


A reduction of the value of aggregate 
stock-in-trade following application of 


the lower-of-cost-or-market-value ruk 
can best be accounted for in the map. 
ner of a reserve in the books of x. 
count. 

A special case is that of materiak 
whose market values have declined be. 
cause of deterioration or obsolescence, 
Here the values in the stock ledger 
should be corrected. Such material 
would probably not be incorporated ip 
standard products, but wouid be dis. 
posed of, in which case the loss on dis. 
posal, being a general loss, need not be 
reflected in operating costs. 





CORRESPONDENCE 


Tax stamp purchases 

The General Registrar of the Society 
has received the following letter from 
the Commissioner of Taxation: 


Dear Sir, 

I desire to seek the assistance of 
your organisation in publicising the 
difficulties caused to both the Taxation 
Department and the Postmaster Gen- 
eral’s Department by employers operat- 
ing under the tax instalments stamps 
scheme who do not make their tax 
stamp purchases regularly each four 
weeks. 

As you are probably aware the In- 
come Tax and Social Services Contri- 
bution Assessment Act 1936-1956 re- 
quires employers, other than group 
employers, to purchase and affix tax 
stamps not later than the last day of 
each successive period of four weeks. 
A recent examination of sales records 
showed that, during the months of 
June and July last year, sales of tax 
stamps at many post offices were 
greatly in excess of the normal sales 
for other months. This indicated that 
employers were postponing the pur- 
chase of stamps until the end of the 
financial year. 
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The greatly increased demand for tax 
stamps during June and July is most 
embarrassing to the Post Office and 
causes considerable inconvenience ani 
extra cost. In some districts stocks of 
tax stamps are quickly exhausted and 
many employers, who regularly pur 
chase tax stamps each four weeks, are 
forced to wait until stocks are replen- 
ished. 

Moneys deducted from the wages of 
employees do not form part of the 
employer’s funds but are, in effect, 
trust funds set aside for the payment 
of tax payable by employees. Employ- 
ers who are not promptly purchasing 
tax stamps are exposing themselves t 
the risk of heavy penalties if thei 
offences are detected by departmental 
inspectors. 

I should be glad if, by means of your 
organisation’s journal, you would bring 
the text of this letter to the notice af 
your members and on my behalf seek 
their co-operation in drawing to the 
attention of their stamp employe 
clients the difficulties caused by delayed 
purchases of tax stamps. 


Yours faithfully, 
P. S. McGovern, 
Commissioner of Taxation 
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THE AUDITOR, THE LAW 
AND STOCK 


his article under the above head- 
ing (August Australian Account- 
ant), Mr. H. McCredie makes a num- 
ber of statements which are little short 
of amazing. We are told that: 


(a) the dicta of Lord Justice Lind- 
ley, enunciated in the Kingston Cotton 
Mills Case—known as the auditor’s 
charter and still respected after a 
lapse of sixty years—are based upon an 
obvious fallacy; and 

(b) Lord Justice Lopes “imagined” 
a standard of reasonableness and con- 
tradicted himself on several counts. 


In justification of these charges, 
Mr. McCredie begins by distinguishing 
between the two phrases “a true and 
correct view” and “the true and cor- 
rect view.” He ignores the incidence 
of the word opinion which precedes 
them in the Act—a word which has 
an important bearing on this matter; 
in fact, it has a bearing on almost 
every phase of auditing. It must be 
remembered that the entire auditor’s 
report, which members receive, is an 
opinion; this is what the Act calls for. 


The meaning and effect of this word 
“opinion” was dealt with some years 
ago by Sir Nicholas Waterhouse in an 
article in The Accountant. In the or- 
dinary course it is true that one man’s 
opinion may differ from another’s and 
that no definite standard for the word 
can be set down, any more than it is 
possible to set a standard for “reason- 
able care.” Mr. McCredie’s criticism 
of the latter phrase applies to the word 
“opinion” with equal force. 


But these words, when related to 
company auditors, are not used in the 
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ordinary course; they are applied to 
men deemed expert in the examination 
of facts and figures which are placed 
before them. They are used in the 
knowledge that auditors will seldom, 
if ever, check every figure in the ac- 
counts, stock included. They are used, 
too, in the knowledge that the im- 
proper or illegal concealment of 
records, forming an integral part 
thereof, may vitiate the entire audit 
report. And when the Courts speak 
of a “true and correct view,” they 
speak having regard to the appearance 
of the word “opinion” in the Act, and 
mean an expert opinion arrived at 
after the exercise of reasonable care, 
and one which is justified by the facts 
and available information at the time 
of the audit. An auditor is not asked 
to guarantee that a balance sheet is 
true and correct; an informed or ex- 
pert opinion as to whether it is a true 
and correct view of the accounts is the 
most that can be asked of him, this 
because many items are subject to es- 
timate or opinion, and also, as noted 
earlier, important records are some- 
times concealed from him. 


Nevertheless, it is pertinent to ask 
how the Courts determine the matter 
of reasonable care, or whether an 
auditor’s opinion is one which is truly 
that of an expert (and therefore jus- 
tifiable) or whether he has failed in 
his duty. The answer is that other 
prominent members of the profession 
are called and asked to state what 
they would, or would not, have done 
in the circumstances of a given case; 
it is from their evidence that the Court 
arrives at a decision; it does not set 
an imaginary standard (as Mr. 
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McCredie suggests) and rule accord- 
ing to imagination. 

In a number of ways, Mr. 
McCredie’s article is contradictory and 
confusing: I do not place much effect 
on the difference between “a true and 
correct view” and “the true and cor- 
rect view” despite the explanation 
given, for it seems certain, if there is 
any difference between an opinion of 
“a” true and correct view, and an 
opinion of “the” true and correct view, 
that it can have no noticeable effect 
upon auditing procedure. Pursuant to 
this, it seems drastic to describe Lord 
Justice Lindley’s dicta as fallacious 
because he spoke of “the” true finan- 
cial position when, in terms of the Act, 
only an opinion as to whether the 
financial position is stated correctly is 
required. 

Early in the article, Mr. McCredie 
discusses the dictionary meaning of 
“true” and “correct” and proceeds to 
the conclusion that auditors shall re- 
port whether the figure for stock in 
the balance sheet is in accordance with 
fact or reality. (Here again, the sav- 
ing grace contained in the word 
“opinion” is neither admitted nor even 
considered.) Later, under the heading 
of possible (presumably recom- 
mended) procedures a suggestion is 
made to stagger stocktakings through- 
out the year. How is it possible to use 
stock figures produced before balance 
day as proof of the fact or reality or 
physical presence of stock represent- 
ing the balance sheet figure? Stag- 
gered stocktaking may well have a 
bearing on an auditor’s opinion as to 
the accuracy of the final figure; an 
opinion, however, is not necessarily in 
accordance with fact or reality. It 
may also be observed, with reference 
to the several procedures recom- 
mended by Mr. McCredie, that nearly 
all of them are in the same category: 
they will each assist in the formation 
of an opinion, but they cannot be re- 
garded as proof of the balance sheet 
total. This is the figure for which the 
auditor is answerable and which is all 
important to members. But this is 
not to say that he automatically be- 


420 


comes responsible in the event of later 
discoveries of defalcations; he incurs 
no pecuniary liability should he form 
a reasoned opinion, justified by the 
facts and information available to him, 
and report accordingly. 


The ruling of Lord Justice Lindley 
was condemned out of hand by Mr. 
McCredie; but this dictum is often re 
ferred to as the “auditor’s charter” 
and has been so regarded by Courts 
and accounting authorities for ap 
proximately sixty years. Dicksee’s 
Auditing (sixteenth edition) for ex- 
ample, remarks that over the years its 
applicability has narrowed but that its 
broad principles remain unimpaired. 
No one contends that an auditor need 
do no more than obtain a certificate 
covering stock, or that the dictum jus- 
tifies casualness in the checks it is 
practice to make. Moreover, the case 
of Colmer v. Merrett, Son and Street 
(which involved a trader in motor 
cars) shows that, where it is possible 
to reconcile stocks with sales and pur- 
chases from year to year, it should be 
done. However, there is no Court rul- 
ing which constitutes a general pro- 
hibition of the acceptance of certifi- 
cates, nor is it likely that there ever 
will be: an auditor is often confronted 
with cases (chiefly in small com- 
panies) where stock records are con- 
spicuous by their absence and stock 
control is more than crude. Unless he 
is able to take stock himself, which is 
seldom possible, his only course is to 
place reliance upon a stock certificate 
and to report accordingly. 

In the case, re Liverpool and Wigan 
Supply Association, Judge Thomas re- 
marked that an auditor was negligent 
should he rely on statements by direc- 
tors and fail to report this fact to 
members. The inclusion of such 8 
qualification covering stock tells the 
full story to members who may, if they 
care to, raise queries in general meet- 
ing. Also, if dissatisfied with the be 
haviour of directors, they may take 
steps to have them removed; and if 
they have neither the will nor the wit 
to pursue the normal processes of the 
law, they can hardly blame the auditor 
for their own shortcomings. Mr. 
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THE AUDITOR AND STOCK 


McCredie admits that an auditor’s 
duties are onerous and exacting even 
now; if they are to be added to in any 
marked degree—say by making him re- 
sponsible for the physical presence and 
reality of stock—then an auditor’s life, 
from the napkin to the shroud, would 
be one of torment. 

In conclusion, I wish to emphasise 
the following: 

(a) The use of the word “opinion” 
in the relative auditing section of the 
Act has a significant effect on the 
words “true and correct view .. . &c.” 
which follow. 

(b) In suggesting that an auditor 
is called upon to ensure that a balance 
sheet reflects “a” or “the” true and 
correct view, Mr. McCredie has him- 
self based his reasoning upon an ob- 
vious fallacy: only an opinion (ex- 
pert) is expected. 

(c) Neither Lord Justice Lindley 
nor Lord Justice Lopes “imagined” a 


standard for “reasonable care”; they 
were guided by expert opinion. 

(d) The words “true” and “correct” 
as used in the section in question are 
subservient to the word “opinion,” and 
the individual dictionary meanings 
thereof are not conclusive in the audit- 
ing sense. 


(e) Where it is possible to employ 
them, the several alternative proce- 
dures listed by Mr. McCredie are vir- 
tually standard practice; but they can 
only assist in the formation of an 
opinion. It is difficult to reconcile them 
with his final direction to make an 
efficient check of the physical fact and 
reality of stock, a statement which 
seems the very antithesis of anything 
relating to opinion, 

(f) In thousands of small com- 
panies, stock control is crude and, 
while auditors may recommend effici- 
ent methods, they cannot demand 
them. While this is so, reliance upon 
certificates must be resorted to. 





OF IMPORTANCE TO STUDENTS 


... AND OTHERS 


G. N. Baker 


\ oun following comments and re- 
marks on the reasons why candi- 
dates fail in examinations have been 
collated from the reports of the ex- 


aminers in the various’. subjects 
covered by the Society’s Syllabus. 


Reading the question 

Apparently many candidates fail to 
tread the question properly, whilst 
Many neglect to observe and comply 
with the instructions as printed at the 
head of each paper, or omit to arrange 
questions in numerical order. 
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Candidates must reply to the ques- 
tion as set, and not bring in matters 
extraneous thereto. Important re- 
quirements of a question are often dis- 
regarded and marks are lost through 
failure to answer part or parts of a 
question. 


Answering the question 
Poor English expression, incorrect 
spelling, and illegible writing are 
faults so common as to be serious. 
Good letter and report writing are 
essentials for the good accountant. 
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OF IMPORTANCE TO STUDENTS 


Candidates should watch their phras- 
ing, clarity, spelling and neatness. 


There are too many long disserta- 
tions with endless repetition and in- 
congruous arguments showing a 
marked inability to marshal facts 
logically, and to present them in clear 
direct English. 


There is no virtue in verbosity. On 
the contrary, it is time-consuming and 
may result in the oversight of some of 
the demands of a question. 

On the other hand, superficial 
answers are not good enough and 
vague or general terms are not suffici- 
ent. Vagueness in answers leads to 
an impression of doubt as to the can- 
didate’s knowledge. 


Brevity in itself is to be desired, 
but not if it leads to the omission of 
important points. The use of para- 
graphs is to be commended at all times 
for the expression of ideas in clear, 
concise terms. 


The importance of neatness and 
tidiness in accounting work must be 
stressed. Untidy work loses marks. 
Part of the training of an accountant 
must be to write and figure neatly, so 
it is reasonable to examine on this as- 
pect. 


One quality a good accountant must 
have is that of being able to present 
statements, write up journals and 
ledgers, and prepare working papers 
that can be easily read and under- 
stood. 


It cannot be too strongly insisted 
upon that capacity for concentrating 
on an assigned task, as it is given, is 
a necessary quality of persons seeking 
to enter a profession. It denotes order- 
ey and method; a precise and tidy 
mind. 


There should be a clear understand- 
ing that speed and accuracy play an 
important part in the training of an 
accountant. This is gained by prac 
tice, and candidates should practise 
answering questions accurately and 
neatly in a specified time. 


Study and the syllabus 

Candidates will continue to fail un- 
less they study far more intensely, and 
spend more time in answering ac- 
counting questions. 

In many instances answers are ob- 
vious guesses, showing no evidence of 
reading or study. Many students rely 
on material memorised from a text 
book and show no understanding or 
evaluation of the concepts used. 

In many cases candidates just do not 
know the work. It is an impossibility 
to take the last few days before the 
examination and attempt to leam 
sufficient to pass. In other cases a 
large number show themselves to be 
uninformed on important parts of the 
syllabus. 

There appears to be a mechanical 
approach to the study of accountancy, 
and a general failure to grasp the 
sense or significance of figures appear- 
ing in accounts. 

It is axiomatic that unless a student 
knows what he is writing into a 
balance sheet he can have no idea of 
what it means. 

In general, but little knowledge or 
appreciation of the importance of 
principles, conventions, or doctrines is 
displayed in answers. 

It is obvious that many candidates 
present themselves for examination 
with only a rudimentary knowledge of 
the topics covered by the syllabus. 

Candidates cannot expect success in 
the examination without undergoing 4 
thorough preparation for it. 
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A Suggestion 


Louis Goldberg, B.A., M.Com., F.A.S.A. 


N his recent budget speech, the Com- 

monwealth Treasurer epitomised 
the present economic position in Aus- 
tralia by telling us (what we all know 
full well) that “costs and prices have 
been tending to rise for the past couple 
of years and that latterly the rate of 
inrease has become more rapid. The 
movement has reached a stage at which 
itis beginning to affect seriously the 
lative economic position of people 
and classes of people and to disturb 
the competitive position of firms and 
industries. It is also at the spiralling 
sage in which a cost or price increase 
iffecting one commodity sets in train 
aseries of cumulative cost and price 
imreases, multiplying the original in- 
trease,’”2 


There are few people, I fancy, who 
wuld seriously disagree with this pro- 
psition, however they might differ on 
the remedy. Some attack wages, 
thers attack profits, others again ful- 
minate against the government, or 
yainst the banks, or against anybody 
anything that will serve as a poten- 
tal scapegoat. Many in our commun- 
ly give expression to exhortations to 
werybody else saying, in effect, that if 
the other fellow would really do his 
tare we should all soon be better off. 
The budget speech itself ended on just 
weh a note: “. . . inflation cannot be 
mmedied by government action alone. 

.. inflation is a pervasive thing. 
t draws upon many sources and is 
ielped along by a multitude of actions 
m the part of individuals and of 
foups. This has to be more widely 
tognised and there must be a common 


will to resist inflation and do the things 
necessary to avert it—to produce more, 
to save more, to look for ways of re- 
ducing costs and of economising in re- 
sources whatever the line of activity 
may be. Given such an effort by the 
whole community, I have no doubt that 
inflation can be mastered and our 
economic and social life freed from the 
dislocations and injustices it entails.”? 


These are fine words, and express a 
fine sentiment, but surely they are 
rather naive and in far too general 
terms to have any practical effect. And 
it is practical effect that is required right 
now; and specific prescriptions rather 
than general and pious exhortations 
which will serve as an example and an 
incentive. What is required is a meas- 
ure, capable of being understood and 
appreciated by everybody, which will 
do something—even though at first it 
is only a small thing—to reverse the 
inflationary trend. And it is required 
now, before it is altogether too late. 

The following suggestion, it is sub- 
mitted, might have something of this 
effect. It is thrown into the arena of 
public discussion in the hope that out 
of it the appropriate measure might be 
developed. 

The first part of the proposal is that 
the government introduce a system of 
rebate of income tax for any firm which 
could produce satisfactory evidence 
that, in a given year of activity, it 
either reduced the prices of its products 
or at least did not increase them. This 
would provide an incentive for the re- 
duction or stabilisation of costs—and 
I suggest that without an incentive 





(es 


l Budget Speech, 1956-7, p. 4. 
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such reduction or stabilisation is not 
likely to occur. I should suggest a 
very modest rebate for those that 
maintained their prices without in- 
crease or decrease—say 24 per cent. of 
the tax calculated on the normal basis. 
For any positive reduction in prices, 
I suggest a rebate of double the rate of 
the price reduction. Thus, a firm 
which reduced its prices by 5 per cent. 
would get a rebate of 10 per cent. of 
its tax; a reduction of 10 per cent. in 
prices would carry a rebate of 20 per 
cent. of its tax. The hypothetical table 
shown in Figure 1 illustrates some pos- 
sibilities. 


bate. In the eyes of many people, 
even if X company made a somewhat 
bigger profit than in the previous year, 
its reduction of prices would condone 
this. 

It is recognised, of course, that this 
is but the germ of an idea; that many 
details need to be considered before it 
can be put into practice. But it is sub- 
mitted that it is basically sound. It 
may be objected that a new machinery 
will be needed; and that it will not be 
practicable for multi-product industries 
or for retail trade. 

As to the first of these objections, the 
restoration of price control is being 
canvassed by many people, and that 








Base 
Activity 
100,000 
units @ 


Price 
Constant 
100,000 
units @ 

£1 each £1 


Prices 
Reduced by 
10%, and 
Increase’ 
units @ Turnover 
18/- 120.000 

units @ 18/- 


Prices t 
Reduced teduced 
by 5% wy 10% 
100,000 10,000 
units @ 
19/- 





£ £ 
100,000 
90,000 


RO ual 32 i. 
Costs & Charges* 


100,000 
90,000 


£ £ £ 
95,000 90,000 108,000 
85,500 81,000 97,200 





Net Profit 
Tax at 8/- in £1 


10,000 
4,000 


10,000 
4,000 


9,500 9,000 10,800 
3,800 3,600 4,320 





6,000 
Rebate of Tax .... oe 


6,000 
24% 100 10% 


5,700 5,400 6,480 
380 20% 720 20% 864 





Available after 
6,000 


6,100 


6,080 6,120 7,344 





*Costs and charges based on same proportion throughout. 








FIGURE 1 


In order to qualify for the rebate, 
the onus should be on the firm to pro- 
duce the evidence that it had reduced 
its prices. Since we are in a state of 
“spiralling” inflation at present, the 
proposition would, almost by definition, 
initially cost little in tax revenue. But 
the prospect of a rebate would act as 
such an incentive to reduce product 
prices as is altogether absent in exist- 
ing conditions, except in highly com- 
petitive industries. Further, it is sub- 
mitted that the public relations aspect 


would be not insignificant, in that it . 


would surely be good copy to be able to 
announce that, despite rising prices in 
so many other industries, X company 
had qualified for a price-reduction re- 
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would require a machinery which 
would be at least as complicated as one 
to handle the suggested innovation. 
Further, as the claims for rebate must 
of necessity be few in the initial stages, 
the requisite machinery may well turn 
out to be comparatively simple until 
the disinflationary movement is well in 
process. As to the second objection, 
it is submitted that satisfactory for- 
mulae could be devised for multi-pro- 
duct firms, especially as the onus of 
proof of reduction is on the firm. In 
any case, there are some pretty im 
portant single-product and few-pre 
duct firms in the fields of basic raw 
materials and supplies whose influence 
is felt throughout industry, such 4 
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TAXATION AND INFLATION 
cement, bricks, oil and petrol, steel, 


etc. 

The initial effect of putting this sug- 
gestion into operation might indeed be 
small, but over a period of a few years 
—and it would be naive to expect spec- 
tacular results quickly—it is quite pos- 
sible that a multiplying effect in the 
reverse direction to the present one 
would be significant and might even 
be sufficient to arrest the present trend. 

The second part of the proposal is to 
extend a similar incentive to con- 
sumers, by allowing a rebate of tax on 
amounts saved in specified directions. 
This is already in operation to some ex- 
tent, in deductions allowable for life 
assurance and superannuation fund 
payments and the like. But, since the 
Treasurer has exhorted us all to save 
more still, it is not unreasonable to 
suggest that if a person puts 10 per 
ent. of his gross income into a savings 
bank, or into some other form of posi- 
tive saving, he might be allowed a 10 
per cent. rebate of his tax as calculated 
in the ordinary way. Under present 
conditions, the person who puts money 
into a savings bank has to pay tax on 
the interest and sees the value of his 
savings being whittled away as prices 
continue to rise. Surely some positive 
incentive to save is desirable in such 
circumstances. 

What is contemplated here is that 
the amount saved during the year in 
specified directions—trustee invest- 
ments might constitute a satisfactory 
list to start with*—should be related 
to the gross income of the individual 
taxpayer and a rebate of tax payable 





3. It might well be considered desirable to 
extend the concession to such forms of 
saving as repayments of amounts owing on 
purchase of homes (non-income producing). 
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be made of the same proportion as the 
saving bears to the gross income. 
Since this will affect every personal 
taxpayer (it is not contemplated that 
the rebate should apply to companies 
or other non-personal taxpayers) pro- 
vision could be made on the tax return. 
Indeed, as provision is already made on 
the return for opening and closing bal- 
ances in savings bank accounts, etc., 
little additional work will be involved. 
It may be objected that this procedure 
would be open to the abuse of putting 
large sums into savings just before the 
end of the year and withdrawing them 
shortly afterwards; but this is surely 
a matter of intelligent scrutiny by the 
tax assessors, particularly in relating 
the interest received to the amounts 
shown. The taxation department, it is 
felt, has ample powers to deal with 
that sort of situation. 


These suggestions are put forward. in 
the belief that they are essentially 
simple and practicable, constituting a 
plan which, if once accepted in prin- 
ciple, could be fairly speedily worked 
out in the necessary detail; and, while 
it is not claimed for them that they will 
cure our inflationary illness immedi- 
ately, it is submitted that they are part 
of a treatment which will help the self- 
curative propensities of our economy to 
assert themselves. The fact that the 
Commonwealth has budgeted in the 
current year for a substantial surplus 
of over £100 million should ensure that 
any immediate loss in the revenue 
(which surely cannot but be slight) 
will not prove an insupportable burden 
for the government. 


incidentally 


The proposals would, 
and by the way, test the sincerity of 
the expressed sentiments of many of 
the vocal members of our community. 





CULFVENE PLFOHLEMS discussed in overseas jour 


Management accounting 


That practising accountants in 
South Africa should actively enter the 
field of management consultants in- 
stead of leaving it to non-accounting 
firms is the theme of an article, 
Management Accounting or Manage- 
ment Engineering? by Frederick G. 
Beard, in the South African Account- 
ant, June. The main argument ad- 
vanced by the non-accounting firms 
against the use of a practising ac- 
countant as a management consultant, 
he says, is that although accountants 
“talk learnedly of standard costing... 
they are totally unable to set up the 
necessary standards.” It is Mr. 
Beard’s contention that “the basic 
principles of work study—including 
the use of a stop watch—can be 
mastered by an experienced account- 
ant in a comparatively short time,” 
and he proceeds in his article to give 
his reasons. It seems that the article, 
although referring to conditions in 
South Africa, could almost have been 
written about Australia. 


In The Accountant, May 12, Harry 
Dugdale outlines a programme to be 
followed in installing management- 
accounting procedures in a manufac- 
turing company. 


In the June issue of the N.A.C.A. 
Bulletin, A. J. Bows gives practical ad- 
vice, illustrated by specimen forms, on 
How to Improve Your Monthly Report. 
Some of his points: “Have a highlight 
summary for the businessman who 
hasn’t the time to analyse figures .. . 
Don’t allocate expenses to divisions 
which do not control the expenses... 
Be prompt as a matter of course and, 
above all, be interesting!” In the same 
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Notes prepared by members of the 
teaching staff in the Department of 
Accounting, University of Melbourne 


issue J. B. Dods and D. H. Kelsey tel] 
How We Overcame Obstacles to Faster 
Closing. 


An N.A.C.A. Research Report, sum- 
marised in the June issue of the Bul 
letin, deals with Accounting for Intra- 
Company Transfers. Where local 
management is held responsible for 
costs, but not for profits, cost or ad- 
justed cost may be used in pricing 
transfers; where local management is 
held responsible for profits, market 
price should be used. The report also 
discusses the conditions which must be 
fulfilled before local management can 
be held responsible for profits, and the 
elimination from consolidated financial 
statements of profits resulting from 
intra-company transfers. The full re 
port may be obtained by sending’ $1.00 
to N.A.C.A. Headquarters at New 
York. 


The Cost Accountant, May, published 
summaries of four papers presented 
to the management accountancy con- 
ference at Bournemouth under the 
auspices of the British Institute of 
Management and the British Pro- 
ductivity Council. These papers dealt 
with the problems of meeting the ac- 
counting-information requirements of 
sales management, production man- 
agement, inventory management and 
personnel management. 


The Tentative Statement of Cost 
Concepts Underlying Reports « for 
Management Purposes of the Ameri- 
can Institute of Accountants’ Commit- 
tee on Costs Concepts and Standards, 
is reproduced in The Accounting Re- 
view, April. It is pointed out in the 
explanatory note that the concepts set 
forth in the statement are not stand- 
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ards for cost accounting procedures 
for recording historical cost, but are 
rather concepts of the costs most use- 
ful to management for planning and 
control decisions. The report com- 
mences by defining cost, and goes on 
to discuss cost concepts appropriate to 
the managerial functions of planning 
and control. As many firms use data 
available in the conventional account- 
ing system as a basis for planning and 
control decisions, the statement in- 
dudes a section to show concepts 
underlying such cost reports. 


Also in the April issue, T. M. Hill 
criticises a paper in a previous issue 
by Professor A. N. Lorig, Joint Cost 
Analysis as an Aid to Management. He 
suggests that the author has failed to 
demonstrate that any method of joint 
cost analysis is in itself useful for 
managerial decision-making. 


To reduce the element of chance in 
his business, and to bring about a 
greater degree of control over the re- 
tun on his investment, the business- 
man has painfully over the years 
fashioned many administrative de- 
vices, They are not yet perfect, but 
they constitute the best known ap- 
proach towards the construction of an 
aitichance factor for _ business. 
Joseph J. Schofield, The Controller, 
June, discusses how chance in business 
tan be controlled by means of accur- 
ate and intelligent sales forecasts, by 
market analysis which will show what 
people will buy, how much they will 
buy, and what they will pay, and by a 
programme of cost control which will 
ensure that the company stays compe- 
itive. Mr. Schofield deals also with 
budgeting and cost estimating and ex- 
presses some interesting opinions con- 
eming the relationship of cost es- 
mating and price fixing. 


E.. J. Mann analyses social causes 
ind effects in Management and In- 


dustrial Accounting in Western 
Europe, The Accounting Review, 
April. His argument is that “the 
Europeans have known much of the 


theory and many of the techniques of 
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accounting for years. What they have 
failed to do is to use them for better 
management.” A number of reasons 
are given for the difference between 
European and American rates of pro- 
ductivity: superior American organi- 
sation, which is directly affected by a 
lack of class-consciousness; cheap 
labour in Europe, which provides less 
incentive to mechanise; the unfortun- 
ate combination in Europe of union 
leader with labour politician, business 
manager with conservative party 
leadership; the high percentage of 
small European businesses; and the 
presence of customs barriers and 
tariffs. One other great drawback in 
Europe is the position of the engineer: 
he is heir to a long tradition of in- 
dustrial supremacy, whilst the ac- 
countant often is a mere checker of 
figures. As a result, “often engineer- 
ing and production contro] techniques 
in European plants were the equiva- 
lent of American methods. What was 
significantly lacking in Europe was 
planning for control and the elimina- 
tion of waste through control.” Other 
comparisons Mr. Mann makes concern 
the position of the foreman in mana- 
gerial organisation, the use of histori- 
cal costs in achieving more efficient 
production, and accounting education. 


Budgeting 

Alfred O. P. Leubert in How to 
Start a Budget Programme in an Es- 
tablished Company not used to Budget- 
ing, The New York Certified Public 
Accountant, May, describes four basic 
steps in developing a budget and gives 
several practical applications. 


J. H. Kempster, N.A.C.A. Bulletin, 
May, describes his company’s method 
of forecasting capital requirements 
five years ahead, on the assumption 
that working-capital requirements and 
gross value of fixed assets will bear a 
constant ratio to sales, and that pro- 
duction and prices will go on rising at 
a constant rate. 


J. A. Eshelman, N.A.C.A. Bulletin; 
June, urges the accountant not to do 
all the budgeting himself. Co-operation 
with other executives in preparing 
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sales and production forecasts should 
result not only in more accurate fore- 
casts, but in better co-ordination of 
sales, production, purchasing, and 
finance. 


Cost reduction and control 


Two papers in the N.A.C.A. Bulle- 
tin, May, discuss the operation of cost- 
reduction programmes. R. P. Neuschel 
makes the points that the various pro- 
jects should be co-ordinated into a con- 
tinuous programme, planned and 
carried out by a team including the 
line supervisors as well as engineer- 
ing, methods, and cost people. J. O. 
Nicklis stresses the need for top 
management backing and employee co- 
operation. 


In the same issue J. D. Liptak de- 
scribes Linear Responsibility Charting 
and its application to the control of 
non-productive labour. Man-hours re- 


quired for the performance of such 
functions as inventory control, payroll 
computation, and invoicing are related 
to number of stock items, number of 
employees on payroll, and number of 


invoices issued. The resulting ratios 
are used for cost-control. 


Direct costing 


In the N.A.C.A. Bulletin, May, L. E. 
Whisnant describes the use made of 
direct costing techniques by a struc- 
tural steel fabricator. Direct costs are 
particularly useful in deciding whether 
a particular contract should or should 
not be accepted. In preparing profit 
and loss statements, however, the 
matching of costs against revenues 
would be violated and profits seriously 
distorted by charging all period costs 
against the year in which they were 
incurred. Period costs applicable to 
uncompleted contracts are therefore 
deferred, to be charged against 
revenue from these contracts in the 
year in which it is received. 


In the same issue, A. M. Lowe de- 
scribes the accounting system of a 
rayon manufacturer, which incorpor- 
ates direct costing, standard costs, and 
budgetary control. 
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Case studies in standard costing 


In the N.A.C.A. Bulletin, June, R, J. 
Enersen describes the development of 
a modified standard-cost system to 
control production of aircraft instry- 
ments so diverse that for a long time 
job costing was thought to be the only 
possible costing method. In the same 
issue, M. D. Doyle describes Standard 
Costing in a Ceramic Plant. 


Decentralised accounting 
Decentralised accounting — with 
each division of a company responsible 
for its profit and loss—requires trans- 
fers between divisions to be made at 
competitive prices and under compe 
titive conditions. How this may be 
achieved is discussed by F. L. Heuser, 
Organizing for Effective Intra-Con- 
pany Pricing, N.A.C.A. Bulletin, May. 


Uses of cost accounting 

In Today’s Costing Methods and 
Their Objectives, Lambert H. Spronck, 
The New York Certified Public Ac- 
countant, May, demonstrates a means 
of reporting business transactions at 
the point of decision so that executives 
may then perceive the effect thereof 
and be able to anticipate the impact 
on the financial statements. 


Accounting for research 


H. V. Nyland and G. R. Towle, How 
We Evaluate Return from Research, 
N.A.C.A. Bulletin, May, describe an 
“earnings index” used to assess the 
economic results of research opera- 
tions in an oil company. “This index 
is admittedly of an arbitrary nature 
but it is believed to be a conservative 
measure of returns from research.” 


Stock accounting 

“LIFO and an accounting system de- 
signed to provide management with 
internal data for control and decision 
complement each other,” argues M. J. 
Gordon in The Managerial Use of Data 
Obtainable in Conjunction with LIF, 
The Accounting Review, April. He 
shows that a typical standard-cost 
system yields periodic income state 
ments which are in substantial agree 
ment with a LIFO rather than a FIFO 
determination of income. The theory 
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df LIFO is discussed, and two import- 
mt questions are examined: whether 
the postulate of permanence justifies 
the differentation between inventory 
profit and operating profit; and the 
desirability of allowing LIFo in the de- 
rmination of taxable income. The 
article concludes with an exploration 
of the concepts and methods under 
which a LIFO system may be adopted 
to facilitate the control and evaluation 
if sales and purchasing performance. 
Although Mr. Gordon’s arguments 
may be applicable to other types of 
frms, the discussion is directed to- 
wards a manufacturing concern with 
4 multi-item inventory. 


loss on small orders 

H. B. Miller, Computing and Coping 
vith Loss from Small Orders, 
\.A.C.A. Bulletin, May, shows how to 
ilocate shipping, warehousing and 
ther order-handling costs, to obtain 
a profit or loss for each order-size 
goup. Sales effort can then be 
directed towards reducing the propor- 
tion of orders too small to cover their 
cost. 


\udit of non-profit institutions 


The Budget as an Aid in Auditing 

Non-Profit Institutions is the subject 
fan article by Frederick Grubel, The 
New York Certified Public Account- 
mt, April, in which the author sees 
the budget as a guide to the scope 
id functions of the institution, the 
business-mindedness and efficiency of 
is administration, and the financial 
success or failure of its operations. 


Auditing 

Freight expense represents one of 
the largest items of outgo in many a 
wusiness. However, there are re- 
itively few effective audits made, as 
wntrasted with the assiduous atten- 
ton given to such items as payroll ex- 
pense, rent, insurance, etc. George A. 
jacob, The Internal Auditor, June, 
hints out that this may be caused by 
the complexities and jargon of the 
taffic and transportation industry, or 
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because management is not sufficiently 
freight-cost-conscious. He offers a 
four-point programme, which should 
be of immense practical value to the 
auditor in his approach to this prob- 
lem. 

In Objectives of Internal Auditing, 
The Accounting Review, April, M. B. 
T. Davies suggests that the field of 
the internal auditor is as wide as the 
activity of the enterprise itself, that 
it covers all the areas in which 
management plays a part, and from 
there delves into the implementation 
of management decisions. He develops 
his thesis in a discussion of various 
types of audit, viz., of business ob- 
jectives, of business plans, of business 
organisation, of standards of perform- 
ance, and of appraisal of performance. 


In the same issue E. W. Gaynor 
gives the results of a case study in 
Reliability of Sampling Plans in Audit- 
ing. From these results it appears 
that the use of statistical sampling 
techniques in auditing is now within 
the realms of possibility. 

The relationship of the internal 
audit function to other control func- 
tions has been frequently discussed in 
these pages. C. Harold Southard, The 
Internal Auditor, June, presents an 
unusual angle, whereby part of the 
audit function is removed and made 
the responsibility of a “plans and 
operations control unit.” It is a con- 
troversial approach. As such it merits 
the reader’s consideration. 


In many businesses construction 
contracts are the exception rather than 
the rule. So their audit subjects a 
people to financial supervision who 
may be unfamiliar with audit tech- 
niques. In addition to this, much of 
the financial control relating to a con- 
struction contract should be exercised 
before work on the contract begins. 
Recognising these two aspects, M. S. 
Fonorow, The Internal Auditor, June, 
explains, from experience, some guides 
for auditors in this type of work. 


Public accountancy 


Although dealing partly with local 
issues, Denis Goodale’s article, Pro- 
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fessional Ethics, in The Canadian 


Chartered Accountant, June, is well 
worth study as a reminder to the ac- 
countant that to be worthy of his pro- 
fession he has duties not only to his 
client, but to his professional body and 
finally, but not least, to the public. 


Education, recruitment and training 


The President of the American In- 
stitute of Accountants, J. H. Zebley, 
discusses Challenges to the Account- 
ing Profession in The Accounting Re- 
view, April. In a broad outline, the 
function of accounting is defined and 
related to the present condition of the 
profession. The attraction of personnel 
is mentioned as a continuing problem 
which calls for a solution. The writer 
turns from this to a specific appraisal 
of the need for proper balance between 
education and experience, in which he 
covers the topics of examination fail- 
ures, instruction in accounting, and 
specialisation. 

In the same issue, S. G. Winter com- 
ments on T. F. Carrol’s paper in the 
January issue entitled Attracting and 
Maintaining a Supply of Effective Ac- 
counting Teachers. He suggests that, 
in teaching accounting, the lecture is 
not even a reasonably effective sub- 
stitute for student participation in 
lively discussion. The quality of a 
programme manned largely by part- 
time staff is questioned, although the 
value of having staff with business ex- 
perience is certainly not discounted. 


Gerald L. Phillipe, The Controller, 
June, discusses how the General Elec- 
tric Company instituted a financial- 
personnel development programme 
which was concerned not with the size 
or numbers but with the quality of 
personnel. The author discusses in 
some detail the three basic steps in- 
volved, selective recruiting, training, 
and promotion. The company’s recruit 
“executives” are selected after con- 
sidering not only their academic 
ability but also their personality, 
leadership, and extra-curricular activi- 
ties. They then undergo a period of 
training both by means of on-the-job- 
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training and a formal scholastic pr. 
gramme and they are finally promote 
after careful personal appraisal (a3 
sisted by subjective personnel records) 
by those who themselves have show 
an exceptional aptitude for the ap 
praisal of others. 


Organisation 
Organisation analysis is 

systematic examination of all factors 
having a bearing on the organisation 
structure and the careful planning of 
this structure through the application 
of sound organisation principles. H, 
J. Neufeld, The Organisation Analysis, 
Cost and Management, June, outlines 
the basic steps in analysing the organi- 
sation of a firm or department, and 
cites some of the advantages which 
his company derived from this method 
of analysis. 


Incentives 


Incentives for salesmen are dis 
cussed by J. T. O’Malley in the 
N.A.C.A. Bulletin, May. He deals with 
the special problem which arises when 
a salesman is expected to carry out 
service work and operator training in 
his territory. The solution offered is 
rather a complicated incentive scheme 
under which commission is paid partly 
on sales performance and partly on 
other activities. 


Investment decisions 


Large sums of money are being 
spent today on new plants or other 
replacement of assets. C. G. Edge, The 
Importance of the Time Factor in In- 
vestment Decisions, Cost and Manage- 
ment, June, suggests that, where the 
revenues arising from these expendi- 
tures are not constant over the life of 
the asset, the method currently used, 
such as the pay-out period, or the 
return-on-investment methods, may 
not always lead to a sound evaluation 
of the economics of these expenditures. 
He then discusses a method, called the 
“discounted cash flow method” which 
is based on taking the pattern of e- 
penditure and income over the life of 
a project, assessing it in terms of the 
value of money at a definite point m 
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time, and expressing the results in 
terms of a single figure of return on 
investment. 


‘lf-service stores 

In The Accountant, June 30, Ac- 
eunting for Self-Service Stores, N. C. 
Turner and B. T. Ramm emphasise 
that the change-over to self-service 
has made it essential to produce de- 
tailed and up-to-date operating state- 
ments for the individual units of re- 
tail store chains. 


Take-over bids 

Hugh Tierney, Take-Over Bids: 
lessons in Recent Years, The Account- 
mts’ Magazine, May, discusses as- 
pets of this “comparatively new tech- 
tigue in company finance,” from the 
standpoint of the shareholder, the 
bard, the auditor, and the national 
economy. 


Directors’ meetings 

In The Accountant, June 23, R. 
Buchanan-Dunlop contributes some 
nites on legal decisions dealing with 
the proper method of convening and 
holding directors’ meetings. 


Pensions for the self-employed 

In The Accountant, May 5 and 12, 
R. W. Abbott reviews the income tax 
ilowances which have been granted 
self-employed persons in U.K. in re- 
sect of annual premiums paid on pen- 
sion policies. 

New Zealand Companies Act 

In the third of a series on The Com- 
panies Act, 1955, The Accountants’ 
lurnal (New Zealand), May, the pro- 
msions concerning private companies 
ire dealt with. Although the new Act 
flows very closely the English Act 
if 1948, the private company in New 
laland differs in many respects from 
is English counterpart, and is more 
imilar in form to the proprietary 
‘mpany here. 


Hectronic data processing 

In What Is Integrated Data Pro- 
‘sing? The Canadian Chartered Ac- 
tuntant, June, Kenneth M. Place 
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makes the point that automation in the 
office must keep pace with automation 
in the plant. He mentions forms of 
integrated data processing, which he 
defines as “the orderly automatic re- 
curring use of original data through- 
out the complete business cycle.” This 
involves the use of a medium by which 
the output of one machine can be used 
automatically as the input for another 
machine. This medium is known as 
“common language,” and quite often 
is punched paper tape. By including 
in the integrated office system an elec- 
tronic computer (which can add, sub- 
tract, multiply, divide, compare, and 
make logical decisions if it is told in 
detail what to do) one has “a manage- 
ment tool of infinite potential’ which, 
the writer says, is too often judged by 
whether it can save clerical costs 
rather than by reckoning how it could 
aid more efficient management. 


In The Accountant, June 9, David J. 
Young discusses the impact of auto- 
mation on management accounting. He 
believes that the use of more capital 
equipment and less labour in produc- 
tion will require new techniques of 
accounting control. At the same time, 
the introduction of electronic machines 
in the office should enable the account- 
ant to meet the increased demands 
likely to be made on him by manage- 
ment. 


The Accountant, May 26, publishes 
part of a glossary of computer terms 
and definitions compiled by the Bri- 
tish Standards Institution. 


D. W. Corless, Centralized Time- 
keeping Pays Off, N.A.C.A. Bulletin, 
May, describes a system for recording 
direct on to punched cards informa- 
tion about job-changes ’phoned in by 
operators. Job times, incentive earn- 
ings and cost variances are calculated 
electronically. 


Automation 


David J. Young, The Impact of 
Automation on Management Account- 
ing, The Cost Accountant, June, dis- 
cusses some of the techniques which 
will have to be developed if accounting 
is to continue making its contribution 
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to management. More attention will 
need to be paid to the effect of in- 
creased capital expenditure on produc- 
tion costs, and to making sure that the 
accounts reflect the changing produc- 
tion technique so that management 
will obtain the information it needs. 
Attention should also be given to a 
study of clerical procedures so that 
when the electronic devices which are 
being developed become available, the 
maximum use can be made of them 
without delay. 


Four articles on office automation 
are featured in the June issue of the 
N.A.C.A. Bulletin. L. Boardman ex- 
plains in simple language What It 
Means to Integrate Data Processing. 
H. C. Heiser writes about the steps to 
be taken in preparation for integrated 
data processing and electronic com- 
puting. E. R. Donat describes an elec- 
tronic installation for a company with 
8,000 employees. This installation now 
handles factory payrolls, labour dis- 
tribution, labour efficiency computa- 
tions, production schedules, materials 
control, and material costing; in its 
spare time, it solves mathematical 
problems for the engineering design 
section. F. W. Howell! describes the 
use of an electronic computer to de- 
cide which differences between stock 
records and inventory counts are ac- 
—" and which require investiga- 

on. 


Accounting and rising price levels 


After considering the need for more 
capital investment to permit the main- 
tenance and expansion of industrial 
equipment, W. McAgee, Capital Ex- 


penditure and Production Costs, Th, 
Cost Accountant, May, compares the 
views of the Institute of Chartere 
Accountants and the Institute of Cog 
and Works Accountants on the subject 
of depreciation and rising price levels 
The Institute of Chartered Account. 
ants favours historical cost as the 
basis on which annual profits should 
be computed, whilst the Institute of 
Cost and Works Accountants believe 
that the calculation and disclosure of 
real profits, and the calculation an 
disclosure of information in terms of 
comparable values, are responsibilities 
of accountancy. 

In The Accounting Review, April 
H. Bierman tabulates some results of 
a study on The Effect of Inflation o 
the Computation of Income of Public 
Utilities. Tables are reproduced show- 
ing depreciation charges and income 
over a period of years converted into 
common dollars. A depreciation table 
for all electric utilities, 1940-1952, 
shows that the adjustment to deprecia- 
tion which is necessary to convert it t 
common dollars calculated as a per 
centage of the depreciation charge can 
vary from —13.9 in 1940 to +489 i 
1952. 

A similar table for incomes shows 
“that the real incomes of electric utili- 
ties have decreased since 1940. The 
1940 adjusted income in 1952 dollars 
would be $1,287 million. This is ap 
proximately twice the 1952 adjusted 
income of $672 million. Yet in term 
of reported income, 1952 was the best 
year of the period.” Mr. Bierman com 
cludes, “the annual reports of all pub 
lic utilities should show clearly the 
effect of inflation on the computation 
of income.” 
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Australian Accountancy Progress— 
1955, pp. xii + 336, Butterworth & 
Co. (Australia) Limited. Price 52/6. 


This reviewer’s hope that the 1955 
wume of Australian Accountancy 
Progress might bear some marks of his 
sggestions made in The Australian 
Accountant of April 1955 was dis- 
pointed. Much that was said then 
an be said again. The abstracts which 
make up two-thirds of the volume are 
fewer in number than in the previous 
sue; their sources are much the same 
-imited to nine journals mainly of 
14 vintage; there is still no abstract 
any article appearing in Accounting 
Research, although in the year covered 
there are at least six articles the merit 
ii which exceeds that of most of the 
mticles which the editors have deemed 
worthy of notice. Ten per cent. of the 
ticles abstracted appeared in journals 
#1953. This curious anomaly of a 
wok bearing “1955” in its title but 
dawing extensively on material of 
953 and 1954 could surely be over- 
ome by using volume numbers or 
wme similar device in future. 


The first part of the book contains 
even “critical surveys” by Australian 
witers. Two deserve critical comment. 
It may be asked why Mr. Peterson’s 
‘industrial Accounting Today and To- 
borrow” should appear in full, instead 
it being noticed among the abstracts. 
tis, in essence, his 1955 Arthur 
pper Moore Memorial Lecture, 
thch was reported in full in 
his journal of April 1955. Sixty 
er cent. of it consists of ver- 
tim extracts from that lecture; 
te remainder comprises some addi- 
wnal brief comments on statistical 
wthods, four tables with comment 

trating direct costing, and a state- 
wnt of the advantages and disadvan- 
4ges of direct costing, obviously de- 
ted from N.A.C.A. Research Bulle- 
i No. 23, but without acknowledg- 
mat. (This latter statement also 
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appears, with proper acknowledgment, 
in another article at p. 83 of the 
volume.) 

The other article deserving critical 
notice is Mr. Mutton’s “Capital Eros- 
ion”. Most of the illustrative material 
in it appeared in The Chartered 
Accountant in Australia of February 
1955. One cannot but admire Mr. Mut- 
ton’s inventiveness. His COTTYWOOL 
index (cost-of-the-things-you-want-out- 
of-life), and his division of accountants 
into three named schools—the STAND- 
STILL (conventional), the SAPO (stock- 
and-plant-only), and the CAPALL or 
ALLCAP (his own; but will he please 
make up his mind?)—have added some- 
thing picturesque and entertaining to 
discussions of what he calls “capital 
erosion accounting’. But, in his some- 
what evangelical fervour, he tends to 
see only black and white; there is 
nothing in between. In fact, of course, 
there are many things yet to be worked 
out in this field. What, for instance 
is capital? and what is capital erosion? 
Are we to be concerned with share- 
holders’ capital (the value of the 
securities which they acquire in 
the market) or with shareholders’ 
funds (the residual equity based 
on the values of assets acquired 
by a business firm)? Which capital 
is to be maintained? Mr. Mutton’s 
case seems to depend first on one and 
then on the other; but it can be shown 
that either of these figures can be 
maintained at the cost of running down 
the other! 

His argument against the so-called 
SAPO school turns on the alleged con- 
cern of its supporters for a correct 
national income statement; this allega- 
tion is a red herring; it is unfounded; 
the real difference between the schools 
lies in their concepts of profit, and 
this is another case in which the choice 
simply does not lie between black and 
white. 

Mr. Mutton has some curious obser- 
vations about the exclusiveness of his 
school, Firstly he asserts there is little 
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literature on the subject available in 
Australia; there is, in fact, a vast 
amount, as anyone who cares to ex- 
amine the files of the English, American 
and Australian journals over the past 
twenty years (all of which are avail- 
able in Australia) will discover. Then, 
on the basis of his study of the “little” 
that is available, he finds that only 
Sweeney (U.S.A.) and Davis (U.K.) 
support the ALLCAP school, It is hard 
to believe, though apparently it must 
be believed, that Mr. Mutton does not 
know of the American Accounting 
Association’s Supplementary Statement 
No. 2, which has been commented upon 
almost ad nauseam in discussion in 
the American journals. From it I 
quote: “The effects of price fluctua- 
tions upon financial reports should be 
measured in terms of the over-all pur- 
chasing power of the dollar . . . the 
measurement of price level changes 
should be all-inclusive; all statement 
items affected should be adjusted in 
a consistent manner.” Unless the 
writer is mistaken, this is identical 
with the view of the ALLCAP school. 
Mr. Mutton underestimates not only the 
numerical strength of his own school 
but also the strength of the opposite 
school. The solution of the problem, 
however, does not depend on the vision 
of the few nor the support of the many, 
but on better informed reasoning. 


Among the bright spots—bright in 
the sense that they strongly suggest 


progress in Australian accounting— 
are Sir Alexander Fitzgerald’s “Gov- 
ernment Accounting’, Mr. F. K. 
Wright’s “Statistical Sampling in 
Accounting and Auditing’, and “Pos- 
sible Applications of Direct Costing” 
by Messrs. Bayne and James. 

R. J. CHAMBERS 


Principles and Practice of Mechanised 
Accounting, by V. L. Solomon; But- 
terworth, 2nd ed., 1956; pp. 161 + 
xi; price 33/6. 

In the eight years since its first 
appearance, Solomon’s Mechanised 
Accounting has established itself as a 
standard textbook. It is really quite 
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a remarkable work. Into a little ove 
160 pages, the author has fitted no 
merely a_ treatise on mechanisa 
accounting, but a comprehensive map. 
ual of office methods, costing procedure 
and form design. The exposition is 
particularly lucid, and the dull teed. 
nical detail is seasoned with a wealth 
of practical wisdom. 


The appearance of a second edition 
of this book raises an interesting ques 
tion: What place, if any, should i 
occupy in the training of accountants’ 
On the one hand, it seems too gooda 
thing to be left out of the course; om 
the other hand, it would be heay 
going for students who do not hav 
a background of office experience that 
enables them to visualise the proced- 
ures described—and an increasing pro- 
portion of accountancy students, quaii- 
fying through universities and tech 
nical colleges, are deficient in this 
background. 


Whatever answer educators may 
give to this question, I believe that it 
is the experienced accountant or office 
manager, interested in improving his 
office methods, who will derive th 
greatest value from this book. Unless 
his knowledge of mechanised account 
ing is very exceptional, he will find in 
it many things which could be applied 
with advantage in his own office, 


If such an accountant looks to the 
new edition for information about re 
cent advances in mechanised account 
ing, however, he will be disappointed. 
The amount of new material in this 
“new” edition is surprisingly small 
and nearly all of it deals with analysis 
of arrears and with cycle billing. 4 
number of very interesting develop 
ments in office mechanisation are 0 
mentioned at all. 


For instance, the adaptation @ 
punched cards to print alphabetical 
as well as numerical information ha 
opened up very wide possibilities, 8 
as the automatic preparation of motor 
registration renewal notices and wind- 
screen stickers,! the preparation 
complete invoices (including customer’ 





1. This is now operating in Victoria. 
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name and address) from punched 
ards, or even the conversion of the 
whole of the general ledger to punched 
ards.2 No hint of these possibilities 
appears in the 1956 edition of Mech- 
mised Accounting. 


Another important development 


which has escaped mention in the new 
dition is integrated data processing— 
eg., the hooking up of a key punch to 
a accounting machine,’ or the linking 
if several office machines by punched 


4 


In the field of direct machine 
scounting, one looks in vain for a 
reference to the simultaneous exten- 
sion of stock requisitions and posting 
of the stock ledger. 

Finally, it is difficult to know what 
to make of the statement, on p. 136, 
that punched cards do not lend them- 
sives to the preparation of pay noti- 
feation slips, when in fact they have 
ben used for this purpose by the Syd- 
ny Water Board for a number of 
years.® 

Despite these criticisms, however, 
the book should prove a most valuable 
udition to the library of any account- 
att who does not already own the first 


edition. 
F. K. WRIGHT 


Problems in Business Administration— 
Analysis by the Case Method, by 
Thomas Cicchino Raymond, 1955, 
McGraw-Hill, pp. 372. Price $5.50. 


Those familiar with the lecture and 
tote-taking technique will welcome evi- 
dence of any attempt to improve educa- 
tional method at the tertiary level. This 
took of case studies in business admin- 
istration indicates that, in the U.S.A., 
wen at the graduate level, educational 
ae is not being allowed to stag- 
rate, 


eee 


Cf. “Current Problems”, 
Accountant, May, 1956, p. 217. 

4. See, for instance, Australian Accountancy 
Progress 1955, p. 105. 

4 “Current Problems”, Australian Account- 
ant, May 1955, p. 221. 

5 For details, see Sydney Water Board 
Journal, July 1951, p. 55. 
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At Harvard, the case method, as used 
in the training of medical students, 
has for some time been adapted suc- 
cessfully to the teaching of law, and 
has more recently been extended to 
the teaching of subjects in the field 
of management. 

The least that can be said for the 
use of the case method in this subject 
is that it does provide practice in the 
type of discussion in which the admin- 
istrator needs to become proficient. 
There are many administrative situa- 
tions in which the art of speaking con- 
vincingly is more important than the 
written report. 

The problems contained in this book 
are similar to those used so success- 
fully at the inaugural Summer School 
of Business Administration held this 
year at Melbourne University. They 
are interestingly written and have 
that note of challenge which is suffi- 
cient to evoke the views of the most 
reticent student. In fact, discussion is 
likely to be so readily forthcoming that 
one of the principal difficulties con- 
fronting the instructor is that, in his 
desire to direct the discussion along 
useful lines, he may stifle discussion 
or rob it of its spontaneity. To avoid 
the need for such direction it is usual 
to require students to prepare a num- 
ber of written case studies. It is to 
fill the needs of students who have to 
prepare a written analysis that this 
book has been written. 


The book shows the student how to 
go about the analysis of a case, how 
to prepare a report and, most import- 
ant of all, how to evaluate his efforts. 
It provides ample graded problems 
with which to develop skill in written 
analysis. 

In the first chapter the author quickly 
dispels any illusion that the discussion 
of a case should be allowed to provide 
the occasion for misdirected chatter. 
Students who appreciate the thorough- 
ness of the author’s analysis of his 
illustrative problem and the rigour of 
the logic underlying that analysis 
should develop similar skill in their own 
written work and group discussions. 
The author contends that the emer- 
gence of general principles from a 
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series of case studies is of secondary 
importance to the carry-over from one 
analysis to the next of experience in 
the thinking and reasoning processes; 
for the object of the case method is 
to achieve “a way of thinking logically 
and meaningfully in a given situation”. 

This idea is driven home in the second 
chapter where the faculty of self- 
criticism is developed by the applica- 
tion of the principles of evaluation to 
a number of student analyses of an 
illustrative problem. 

The larger part of the book consists 
of over thirty problems arranged in 
four groups in order of complexity. 
The cases in the first group deal with 
one specific problem involving very 
clearly defined alternatives. Those in 
the second group have alternatives less 
clearly defined. In the third group the 
cases are noticeably broader, and the 
issues often cross-cut problems in 
different fields. The last group places 
increasing emphasis on detailed pro- 
grammes of action and their imple- 
mentation. 

This book is one of the first avail- 
able to give a clear idea of what is 
meant by the case method. It comes 
at a time when there is developing in 
this country some appreciation of the 
importance of efficient management. 
Inability to rely upon the disciplinary 
effect of a pool of unemployed has 
forced management to think of some 
of its problems in a more positive sense. 
To those who think thus, and to the 
educational institutions which hope to 
eater for their needs, this book should 
be a valuable acquisition. 

W.J.S. 


How to Run a Small Business, by J. K. 
Lasser, revised by Sydney Prerau; 
Second Edition; McGraw-Hill Book 
Company, Inc., 1955; pp. 325 and 
index; Price $4.95. 

It is stated in the preface of this 
book that it is intended as a practical 
guide for the small businessman, with 
the purpose of giving “easy-to-read, 
pinpointed answers” to his problems. 
It is not intended as a substitute for 
business acumen and creative plan- 
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ning, but rather as an aid to the indi. 
vidual who has some measure of “jp. 
telligent vision and flexibility of ming 
that is summed up as business imagina. 
tion”. 

The chapter headings indicate the 
wide scope of the work: How to Build 
for Profits; How Good Accounting and 
Other Records Can Help Control and 
Direct a Business; How to Avoid 
Frauds by Employees, Customers, and 
Others; How Good Tax Management 
Can Increase Your Net Profits; How 
Best to Handle Your Credit and Instal. 
ment Sales; How to Finance You 
Business; How to Plan the Best Insur- 
ance Programme for Your Business; 
How to Buy an Established Business; 
Should Your Business Be a Proprietor. 
ship, Partnership, Corporation, or 
Some Other Form? How to Operate 
a Plant Profitably; How to Make 
Profits in Wholesaling; How to Operate 
a Business Office Most Efficiently. In 
each chapter it provides extensive 
check lists of the numerous factors that 
should be taken into consideration in 
running a business. 

It is not and does not purport to bk 
a text book in accounting, selling, pro 
duction, finance, insurance or manage 
ment, but it does contain a great deal 
of sound advice in each of these fields, 
not the least being that of going toa 
specialist on matters beyond 
capacity of the average businessman. 

From a reading of this book, one 
gets the impression that the term 
“small business” in the U.S.A. would 
cover almost any concern that is 
smaller than what in this country we 
should regard as one of our really big 
organisations. Hence, although malty 
of the matters covered in relation t 
tax minimisation and a few others de 
pendent for their validity on local cus 
tom or law (for example, “Aids 2 
choosing the best bank for you”) may 
not be applicable in Australia, there 
is still very much in the field of general 
business organisation and manage 
ment which could apply to busines 
here, and for this reason it can 
commended to the attention of Aut 
tralian readers. 

L. GOLDBER 
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NEWS AND NOTES 








Australian Society of Accountants 


Postal dispute 

At the time this issue went to press, inter- 
gate postal communications had become con- 
siderably dislocated. In consequence of the 
pn-arrival of copy at the editorial office in 
Melbourne, this column is much thinner than 
wual. We ask our readers to bear with us 
in these difficulties, and we assure them that 
news of all activities will be published as 


gon as possible. 
VICTORIAN DIVISION 


September luncheon 

Mr. Franz Stampfi, the well known over- 
was coach who is now Lecturer in Athletics, 
Physical Education Department, University 
d Melbourne, spoke to members on the sub- 
jet of Australia’s chances at the Olympic 
Games. The speaker told members of the 
len rivalry between the U.S.A. and U.S.S.R., 
vhich coupled with recent scientific develop- 
mnts in training and coaching had led to 
dmost daily breaking of existing records 
in athletics, 

Although Australia had some outstanding 
thletes, the countries entering large teams 
wuld be at an advantage, and Australia 
tould not expect to win gold medals. If, 
Mr. Stampfl expected, our athletes reached 
the finals, we should be well satisfied. 


September Family Circle discussion 


Mr. F. K. Wright, B.Com., F.C.A.A., a 
mmber of the staff of Ibcon (Aust.) Pty. 
lid. and a frequent contributor to the Aus- 
tralian Accountant, led the discussion on the 
abject of Depreciation Policy, with particular 
mphasis on the viewpoint of industry and 
tmmerce during a period of rapid inflation. 
the speaker strongly advocated accelerated 
épreciation allowances as a counter measure 
» capital erosion caused by taxation policy, 
Thich imposed heavy penalties on companies 
wking to maintain their capital assets. 
The re-introduction of initial depreciation 
ances was another solution advocated by 
speaker, who pointed out that we could 
Mt defeat inflation by running down our 
e capital. 


herting activities 

Arrangements have been made for two 

"portant sporting events which have now 

home annual occasions: 

Golf Day at the Commonwealth Golf Club 
Friday, 9 November 1956. 
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Bowls at the Brighton Bowling Club on 
Thursday, 20 December 1956, 

No member who is in any way acquainted 
with the game would hesitate to take part. 
Members whose names are on the luncheon 
mailing list will automatically receive entry 
forms, but others should write to the State 
Registrar. 


Annual research lecture 

Mr. R. L. Mathews, B.Com., A.A.S.A., 
Reader in Commercial Studies, University of 
Adelaide, delivered the seventeenth annual 
research lecture in accounting in the Univer- 
sity of Melbourne. 

Taking as his subject, Government Accounts 
and Social Accounting, the speaker discussed 
the measures necessary to integrate the 
budgetary accounts of public authorities with 
the social accounts of the whole economy. 
Existing systems of government accounts are 
unsatisfactory even when considered in rela- 
tion to the traditional purposes of govern- 
ment accounting, viz., the provision of in- 
formation that will facilitate parliamentary 
and executive control over the government’s 
financia] activities, Mr. Mathews said. It is 
now recognised, however, that it is not suffi- 
cient that governments should conduct their 
own affairs efficiently. In addition, they have 
a responsibility to control the economic acti- 
vities of the whole nation in such a way as 
to preserve financial stability and promote 
balanced growth. To discharge this responsi- 
bility governments need the information that 
is contained in the social accounts, and their 
own accounts should be designed with social 
accounting requirements in view. Mr. 
Mathews showed that the task of meeting 
the different purposes of government account- 
ing is principally a problem of classification. 
He suggested a classification framework that 
would overcome the weaknesses of existing 
systems of accounts in relation to the tradi- 
tional purposes of government accounting, 
and showed that such a framework can be 
adapted to the requirements of social account- 
ing with only a few minor modifications. 

The Chairman for the evening was Sir 
Alexander Fitzgerald, O.B.E., B.Com., 
F.A.S.A., Professor of Accounting, University 
of Melbourne. Mr. Mathews’ lecture is to be 
published shortly in this journal. 


Bendigo Branch 

On Friday, 10 August, a meeting of mem- 
bers and students of the Bendigo Branch was 
held in Favaloro’s Cafe. 


437 











NEWS AND NOTES : > ie 


Mr. E. L, Grimwood, Editor of the Mel- 
bourne Stock Exchange Official Record was 
the guest speaker and he addressed a good 
attendance on Operations of the Melbourne 
Stock Exchange. 


Ballarat Branch 

The Chairman of the Branch Council, Mr. 
W. S. Hooper, A.A.S.A., presided over a well 
attended meeting of members, students and 
visitors on 5 September, when a talk was 
given by the Secretary of Electrolux Pty. 
Ltd., Mr. H. G. Dixon, F.A.S.A., F.C.LS., on 
the subject of Hire Purchase Accounting. As 
a member of the Victorian Division Research 
Panel on Hire Purchase Accounting, Mr. 
Dixon was able to give a most comprehensive 
and interesting talk on hire purchase, dealing 
with it from the aspects of legal requirements, 
customer’s accounts, and accounting for hire 
purchase income in the company’s own 
records. An extensive range of questions 
after the talk indicated the interest of all 
present. 

A vote of thanks was moved by Mr. J. E. F. 
Hewitt, A.A.S.A. 

The next meeting of the Branch will be at 
the Princes Room, Craig’s Hotel, at 8 p.m. 
on Monday, 29 October, when the National 
Cash Register Company are arranging to 
show their film on Electronics and Account- 
ing and also to give a demonstration to 
members and students of the latest types of 
accounting machines. 


Persona] 

Mr. J. Wallace Ross has been appointed 
by the Governor in Council to be a member 
of the Companies Auditors Board to fill a 
vacancy. 


NEW SOUTH WALES DIVISION 
Personal 
Mr. J. C. Moon, A.A.S.A., has moved his 
practice to 3 Meriton Street, Gladesville. 


QUEENSLAND DIVISION 


The members’ luncheons for August and 
September were held in the Maple Lounge, 
McDonald’s Restaurant, 196 Edward Street. 
Both luncheons provided interesting and 
entertaining addresses to members on widely 
differing topics. 

August luncheon 

At the luncheon on 16 August, Mr. Lyle 
Davis, President of the Underwater Skin 
Divers and Fishermen’s Association, addressed 
members on Underwater Free Diving. In a 
most informative and amusing address he 
explained very clearly the equipment used, 
methods employed and physical effects in this 
exciting pastime. 

In introducing the speaker the State Presi- 
dent, Mr. J. H. Devitt, congratulated him 
on his narrow escape with minor injuries 
when attacked the day before by a small 
shark whilst inspecting the wreck of the 
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Scottish Prince, which foundered seventy 
years ago. Members were interested to not 
that, notwithstanding this incident, sharky 
rarely attack spear fishermen or free diven 
equipped with an aqua lung. 

In the incident of the previous day whe 
he was bitten by the small shark, Mr. Davis 
said the accident was due to the fact that 
his companion had annoyed the shark by 
seizing its tail and provoking it te bite the 
wrong person. 

At the conclusion of the address the Chair. 
man called on Mr. J. Wallace to move a vote 
of thanks to the speaker for his excellent 
address. 


September luncheon 

At the luncheon on 10 September Professor 
Martin L. Black spoke on aspects of the 
activities of accounting societies in cop- 
junction with universities in the Unite 
States. Professor Black is Professor of 
Accounting at Duke University and is visit- 
ing Australia on a Fulbright grant. 

He spoke of the work of the American 
institutes and their influence on the study 
of accountancy within the universities in 
America. He mentioned that 95 per cent, af 
persons engaged in accountancy or busines 
administration in the United States held a 
university degree. He outlined the condi- 
tions of entrance to the universities, and 
members were interested to note the en 
couragment given to high school graduate 
to enter the universities. Professor Black 
expressed the opinion that accountancy should 
warrant a full university course such as is 
required for Law and Medicine. 

Dealing with the American Institute of 
Accountants, he elaborated on the methods of 
promulgation of the Institute’s findings on 
accounting procedures and practices. He 
mentioned something of the struggle in the 
United States between accountants and law- 
yers as to who in future should carry out 
income tax work, and recommended that 
accountants in Australia should protect their 
present right of conducting this aspect of 
accountancy practice. 

He concluded by giving some details of 
the examination arrangements made in the 
various states in America with the American 
Institute for qualification as a certified public 
accountant. 

Mr. McInnes moved a vote of thanks t 
Professor Black for his very interesting and 
informative address. 


October lecture 

On Thursday, 11 October, Mr. W. R J 
Riddel, A.A.S.A., Secretary of McDonnell 
& East Ltd., Brisbane, will give an address 
on Current Trends in Retail Accounting. 
The lecture will be held in the Oddfellows 
Hall, 27 Charlotte Street, Brisbane. 


Accountants’ and Secretaries’ Educational 
Society 
The Society plans to conduct a study tour 
of Appleton Industries Limited (Naco Pro 
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© note Hts) at 6.40 p.m. on 10 October. After the 
sharks r, addresses will be given by Messrs. 
dives Be, F. Spalding, General Manager, and 
). A. Gray, Secreary. Mr. Spalding has 
wher imently returned from a tour of America. 
Davis BB the Wovember tour was previously to have 
t that en to Grazcos Co-operative Ltd., but owing 
rk by » the wool dispute a visit to the City Council 
te the been substituted, and a talk and demon- 
ion will be given by Mr. Domjohn, 
Chair- igountant of the Electricity Department, on 
- tee Ming Consumers’ Accounts. 
Personal 
Mr. Cameron J. Cavaye, F.A.S.A., has 
fessor syumounced his retirement from partnership in 
of the frm of L. H. Allom & Sons as from 31 
gon. itaber 1956. Thereafter he will practise 
United his own name at 193 Adelaide Street, 
or of Insbane. 
visit SOUTH AUSTRALIAN DIVISION 
1erican Wmonstration of accounting machines 
study # Although the Commonwealth Bank agreed 
ies in My extend the demonstration of business 
ent. of t and accounting machines for a 
i two nights, it was not possible to 
held a Mime invitations to all members who replied. 
condi. Hie limited accommodation and the partici- 
$, and im of other organisations made some 
le en iment inevitable, and it is regretted 
— t it — necessary to disappoint a number 
members. 
should 
as is 
ute of 
ods of 


VICTORIAN DIVISION 
s. al meeting 
i Qn Monday, 18 June last, thirty-two mem- 


d i s of the Society attended the annual 
ry ang. 
i that Mi Thre were thirteen nominations for the 
t their vacancies on the Council of the 
ect of Miiety, necessitating a ballot which resulted 
the following being elected: Miss E. G. 
ils of @ikPherson, and Messrs. W. A. Boag, J. E. 
in the Miurick, C. E. Copp, A. E. Dredge, E. L. 
nerican Memell, R. J. Glover, J. E. Hyland, E. V. 
public Beg, R. L. Williams and P. M. Wood. 


At the first meeting of the new Council 

following office bearers were elected: 
ident, Mr. C. E. Copp; Vice-President, 
ft. R. L. Williams; Honorary Secretary, Mr. 
L. Ethell; and Honorary Assistant Secre- 
y-Treasurer, Mr. J. A. K. Wicks. 


eA 
Es 


R. J. Mi After the annual meeting, Mr. R. J. Baxter, 
Donnell MAS.A.. addressed members of the Society 
ary Auditing Stage III. 
ae meeting 

h 12, 16, and 18 July, Mr. R. W. Robert- 

| B.Com., A.A.S.A., A.C.LS., presented a 
onal ts of lectures on Accounts Stage 1. The 

mbers who were present at this series 
\y tour Beited greatly from Mr. Robertson’s clear 
o Pro concise presentation of the subject. 
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Library 
The following books have been added re- 

cently to the Divisional Library: 

Accounting fundamentals, 2nd ed. 1955, Yor- 
ston, Smyth and Brown. 

Function and design of company annual re 
ports, R. J. Chambers. 

Costing procedures, 2nd ed. 1954, Yorston, 
Brown and Sainsbury. 

Limited liability companies in Australia, R. K 
Yorston, 

Australian bankruptcy 4th ed., 1955, 

Lewis. 


law, 


Outline of law in Australia, 2nd ed. 1955, 
J. Baalman. 

Executorship accounts 
1955, E. B. 


(Australia), 3rd_ ed. 
Smyth. 
Australian mercantile law, ed. 
Yorston and Fortescue. 
Advanced accounts, 8th ed. 1956, R. N. Carter. 
Branch accounts, C. A. Reid. 
ey economic pattern, Renwick and Simpson- 
ee. 
Thinkers at work, Gibson and Phillips. 
Australian banking, 2nd ed. 1955, Gifford, 
Wood and Reitsma. 


Obituary 

We record with regret the sudden death 
on 26 August, 1956 of Mr. Kevin H. Day. 
Personal 


Mr. H. E. Leaney has retired from the 
position of Secretary to the Police Depart- 
ment. 


8th 1955, 


Australian Accountants Students’ Society 


August meeting 

Mr. D. E. Evans, A.A.S.A., addressed sixty- 
three members of the Society on Monday, 
20 August, on Income Tax, Stage 2. Lectures 
on this subject are very popular and, as 
always, this occasion proved no exception. 
Those who attended were greatly in- 
terested in the points so ably brought out 
by Mr. Evans. 

As the examinations of the Australian 
Society of Accountants are being held dur- 
ing October, there will be no meeting of 
the Students’ Society. 





SOUTH AUSTRALIAN 


November activity 


The Students’ Society committee has not 
planned any activities for October because 
of the examinations. However, arrangements 
have been made for a function in November. 


On November 13 there will be an inspection 
of T.A.A. facilities at West Beach Airport. 
Members will be able to see the workings of 
the control tower, and during a part of the 
tour there may be an opportunity of seeing 
some of the bigger aircraft arrive or depart. 
A circular will be sent to members later in- 
forming them of the programme. 


DIVISION 
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PROFESSIONAL 
NOTICES 


Rate per line 5/-; minimum per insertion 15/-. 


ACCOUNTANCY AND SECRETARIAL 
PRACTICE FOR SALE. W.A. wheatbelt 
town. Gross fees £1,600 p.a. Enquiries to 
“Advertiser” c/o 18 Onslow Road, Subiaco, 
Western Australia. 

FOR SALE. Latest Remington Foremost 
all electric Accounting Machine with auto- 
matic balance and proof. This machine is 
four years old. It has been used on light work 
and is in first class condition. For further 
particulars contact LUDBROOKS LIMITED, 
LAUNCESTON, TASMANIA. 

ASSOCIATE, middle aged, at present 
practising in wheat belt, requires small part- 
nership in Perth. Could introduce country 
clientele. Reply No. 100 c/o Australian 
Society of Accountants, Atlas Building, 
Esplanade, Perth. 

ASSOCIATE, with practice in Melbourne, 
has time available to assist other practi- 
tioners. Reply Box 427 c/o Australian Society 
of Accountants, 27 Queen Street, Melbourne. 

SENIOR CLERK: A well-established Bris- 
bane Firm of Public Accountants has a 
vacancy for a Senior Audit Clerk. Success- 
ful applicant will be required to control staff, 
supervise the conduct of Audit work and 
complete final] Accounts. Experience in taxa- 
tion work will be available, and there are 
good prospects of advancement. Commencing 
salary of £950-£1,200 will be paid, depending 
on experience and qualifications. Replies in 
confidence to No. 133 c/o Australian Society 
of Accountants, Empire Building, Wharf 
Street, Brisbane. 

MANAGEMENT CONSULTANT: Oppor- 
tunities exist for accountants in industry and 
commerce to undertake top-level professional 
work in the management advisory division 
of a large firm of Chartered Accountants 
(Aust.) in its Melbourne and Sydney offices. 


The positions offer interesting and 
work, attractive salaries and excellent 
tunities for future advancement. Ag 
tions will be treated in confidence and 
be addressed to bm King & Co., 83 
Street, Melbourne, C.1 

ACCOUNTANCY PRACTICE—Memt 
sires to purchase small to medium 
established in Sydney. Replies to No} 
c/o Australian Society of Accoun 
Bligh Street, Sydney. 


THE NEW SOUTH WALES UNIVER 
OF TECHNOLOGY. : 


Vacancies for Senior Lecturers/ 
Accountancy ¥ 
The New South Wales University of 
nology invites applications for appoi 
to vacancies on its academic staff m 
Facultv of Commerce. Vacancies ex 
the following fields: Financial Accow 
Cost Accounting and Legal subjects, .~ 
Applicants must possess a degree oF 
loma or equivalent qualification and wi 
required to undertake lecturing and 
work in the School of Accountancy. 
tical experience in the accountancy fi 
desirable and lecturing experience will 


advantage. 

Salary: Senior Lecturers: £1,852 
£2,202 per annum; Lecturers: £1,252 
£1,802 per annum, commencing rate 
ing to qualifications and experience. 

Further particulars may be obtained 
Professor E. B. Smyth, Schoo] of 
ancy, N.S.W. University of Tech 
Kensington, New South Wales. 

Applications should be forwarded 
envelope marked “Universit Appoint 
to the Bursar, Post Office, Box 1 4, 
ton, New South Wales. 





ACCOUNTANCY CLASSES 


Thorough instruction by highly qualified 
lecturers. 


Full range of subjects for Society’s Exam- 
inations. 


Stott’s Business College 


96 Russell Street, 
Melbourne, C.1. 


MF 6231. 








Agents throughout Commonwealth and 
Zealand. Also in London and New Y 


Cable & Telegraphic oem 
“JEFFSTOCK,” MELB. 


Telephone: MU 9171 (3 tines) 


Eric R. Jefte 


Member of the Stock Exchange of Melt 
Stock Exchange Buildings (Basement) 
422-426 Little Collins Street, Melb., © 


ce, 
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